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NATIONAL POLICY AND ISSUES 


SPECIAL ECONOMIC ZONES DISCUSSED 


HK270814 Beijing JINGJI YANJIU [ECONOMIC RESEARCH] in Chinese No 6, 20 Jun 81 
pp 62-68 


[Article by Tang Huai [0781 2037] of the Hong Kong and Macao Economic Research 
Center of the Economic Research Institute of the Chinese Academy of Social 
Sciences: "China's Special Economic Zones As Seen From Conditions in Export 
Processing Zones in the Developing Countries and Areas") 


[Text] Our country has decided to set up four special economic zones in Shenzhen, 
Zhuhai and Shantou of Cuangdong Province and Xiamen of Fujian Province. Under 

the independent leadership and management of the government, these zones are 
providing a suitable investment environaent and preferential conditions, to 

import and make use of foreign capital and technology in a bid to promote 
production, earn foreign exchange and serve the four modernizations. These zones 
represent a new form employed by a socialist country in making use of capitalism, 
and therefore during the early stage there have existed a number of problems 

that have to be studied and resolved. Fundamentally speaking, our special economic 
zones differ from the export processing zones or free trade zones set up by 
developing countries and regions. But they are similar with regard to earning 
foreign exchange by making use of foreign funds and developing their economy. 

This artic’e deals with the exveriences of the export processing zones or free 
trade zones set up by developing countries and region; proceeding frou specific 
conditions of our speciai economic zones, it also probes several problems arising 
during the construction of our special economic zones. 


I. The Historical Background and Major Problems in Developing Export Processing 
Zones 


Export processing zones in some countries and regions began to emerge in the 
1960's and they developed rapidly ia the 1970's. In fact these zones followed 
the old track of the special economic zones set up in free-port areas. But the 
zones in different countries and regions differ in their business, with different 
names and management. The basic characteristics of these zones are that they 

are built in pleces with convenient communications and are usually not far from 
ports. Such zones provide various preferences for foreign investments in estab- 
lishing processing industries with export-oriented products and in free trade and 








tourism. The purpose of these zones is to attract and make use of foreign capital 
and technology in developing industries so as to accumulate foreign exchange and 
provide employment. The preferences usually include free or lower import and 
other taxes, allowing transfer out of funds and profits, providing conv -niences 
for visa and residence of foreign staff providing water, electricity, Lransporta- 
tion anu communications and related service trades and providing laborers. 


in their economic war following World War II, the capitalist world mastered 
advanced product techiology and equipment and cheap labor power. Compared with 
the price of labor power in advanced capitalist countries, wages in economically 
backward countries and regions are particularly low. Consequently, they have 
become sources for multinational and other internationzl companies to plunder 
excessive profits, through producing commodities in such courtries and regions 

by making use of cheap labor power and in particular by setting up labor- 
intensive processing industries. This is also the best way for such companies 

to squeeze out their competitors and win markets for their products. Take the 
production of electronic products for example. The reference materials of United 
in January 1975 showed that the annual production costs of 1 million radio sets 
in the Far East and Africa were respectively 230 percent and 240 percent lower 
than in Western Europe, and the labor portion of production costs used in Western 
Europe was 75.9 percent as against 63.8 and 51.7 percent respectively for the Far 
East and Africa. The annual production costs of 3 million electronic products 

in the Far East were 356 percent lower than in Western Europe and the labor costs 
in Western Europe were 483 percent more than in the Far East. 


On the other hand, most of the economically backward countries and regions had very 
few or even no modern industry. They have to import industrial products for daily 
necessities. Such coumtries and regions are characterized by serious unemployment 
in both rural and urban areas, deficits in fimance and foreign exchange and 
enormous foreign debts. in such an economic situation, they cannot but rely on 
foreign capital and t -hnology to cevelop their economy, earn foreign °xchange 

and expand employment. Consequently, the setting up of export processing zones 

has been regarded as an applicable form ior making use of foreign capital and 
technology. 


In short, most export processing zones have played their predicted role to different 
extents. Countries and regions with particularly backward economy have been able 

to considerably improve their national economy. But we cannot expect too much 

from the role of export processing zones or their ability to absorb foreign capital. 
Up to 1978, the workers of the 52 export processing zones (including free trade 
zones) of the 28 countries and regions totaled 474,000, with an average of only 
9,100 workers per zone. The amount of investment in various zones was also not much. 








The following are accumulated investments in major export processing zones in 
Asia (inSUS millions) 


Masan Free Trade Zone 





(South Korea, August 1975) 98.5 
Kaohsiung, Nantzu and Taichung 

( Taiwan Province, December 1978) 175.9 

Four Zones in Maleysia (1975) 123.6 


Kartunzyak (Sri Lanka, November 1978) 74.5 


With the exception of Exypt and Bataan in the Philippines, the figures for 
foreign investments in other zones are even lower. 


Because different zones have made different achievements with different prices 
paid, and tecause of different degrees of utilizaiion, limitation and reliance 
of foreign capital, different evaluation uust consequently be made with regard 
to the gains and losses of different zones. In studying the nature, role and 
achievements of export processing zones it is imperative to pay attention to 
the following questions: 


1. How to become gradually free from foreign capital. 


The export processing zones in former colonies and tributaries have played a 
relatively great role in developing the economy. But these countries and regions 
have not been able to become independent of the former metropo..tan states or 
U.S. capital and consequently there is no exception in the situation of the 
export processing zones in these places. The companies that have invested in 
bigger prujects in these zones are multinational or international companies from 
the United States, Japan and Western Europe. The machinery, equipment, parts 
and raw materials are imported to these zones from companies in the United States, 
Japan and Western Europe or from their subsidiaries in other countries while the 
products are transported to the United States, Japan and Western Europe or dis- 
persed in the markets opened up by the investors. 


Therefore the main problem for these export processing zones is how to become 
independent of foreign capital. 


2. We cannot expect too much from the role of export processing zones in 
promoting the industries of the countries or regions where they are located. 


The processing industries in export processing zones are mainly labor-intensive 
light industries such as knitting, garment, shoe and hat industries, electronic 
and home appliances industries, plastics industry, industries producing daily 

necessities and the bicycle and motorcycle assembly industry. Some zones have 








tried to import medium or large production plants but they have made little achieve- 
ments, with the exception of Bataan in the Philippines, which imported a processing 
plant of the Ford Motor Corporation and Penang in Malaysia, where a shipyard has 
been built. The reasor for this is that medium and big industries require more 
investments, complicated equipment and technology and enormous transportation of 
raw materials and products. In addition, they require better facilities for 
transportation and water and electricity suppiy. Most export processing zones 

are not in the position to provide all these facilities. In addition, such 
industries require loug construction and investment periods, with bigger investment 
risks. On the other hand, light, textile and processing industries require fewer 
investments, with shorter construction period and quicker capital turnover. These 
industries also require less laborers, with less risk and big profits. They also 
require less production technology and equipment; they import raw materials and 
semifinished products and export their products; therefore they do not have rela- 
tions with the local industrial structure. That is to say, export processing 

zones do not have much effect in promoting the industrialization of the countries 
where they are located. 





It must be pointed out here that countries and regions that have been producing, 
marketing and exporting their own light incustrial and textile products in large 
quantities have, in order to protect the markers of their own products, taken 
measures to forbid foreign capital from taking advantage of cheap labor force 

in export processing zones and from taking advantage of preferences such as lower 
tax to produce the products that belonr to the same categories or are similar of 
their own products. Such measures include limiting or forbidding investments. 


3. The question of whether success depends on whether proper sites are selected 
for export processing zones. 


The export processing zones that are in a position to attract foreign capital 

usually have the following economic conditions: First, they are able to provide 
better infrastructure such as ports, transportation, communications, electricity 

and water and services for daily life. Second, they are able to provide low 

labor costs, land rents and transportation costs and to provide more preferences, 

so that the products will have stronger competitiveness in international market. 
Third, they provide financial services directly linked with the international 
financial market which make transferring funds, credit and settlement of foreign 
exchange convenient. Fourth, they allow the setting up of enterprises with ail 

the interest belonging to foreign capital. Fifth, they have nigh efficierit 
administrative organizations. An increasing number of export processing zones 

has been set up in Asia, Africa and Central and South America. In their competition, 
these zones are providing the best possible preferential conditions and environmerit 
for investments. As a result, investors have mre chance to select better zones. 

For example, a foreign enterprise set up in Batzan in the Philippines was originally 
intended to be built in another place in Southeast Asia, but comparison showed 

that Bataan was most suitable because it is convenient to use Fnglish language 

in the Philiprines and because the company was permitted to market [figure indistinct] 
percent of its products in the locality and was granted a preferential loan. It 








is clear that export processing zones will have te pay a high price economically 
before they are able to attract foreign funds. If a zone is only able to attract 
few investments and fails to achieve the anticipated economic results, it will 
lose rather than gain. The export processing zones that have developed quite 
ra,idly with certain achievements are those set up ir trade ports that have better 
infrastructure and financial and trade industries. Capital construction in such 
zones requires less investment but yields quicker returns. On the other hand, 
Candara economic zone in India is beckward economically, and has backward trans- 
portation and iafrastructvre. Consequently, this zone failed to attract foreign 
investments and make anticipated economic achievements. Some countries like 
Egypt welcome foreign companies to invest in any place in addition to export 
processing zones, with the same preferential treatment. Mauritius provides 
treatment similar to that of export processing zones to foreign companies invest~ 
ing in any place in the country. The whole area of traditional free trade ports 
such as Hong Kong and Singapore in fact provides favorable conditions for the 
export processing industry. Therefore, unspecified export processing zones or 
free trade zones are also in a position to import foreign capital in the form of 
setting up processing industries, compensation trade, and export processing 


industries jointly undertaken by both sides or totally invested in by foreign 
capital. 


Il. Some Problems in the Construction of Special Economic Zones in Our Country 


l. What Kind of Special Economic Zonec Should Be Built 


Before a plan for a special economic zone is worked out. It is imperative to 
understand the relationship between the zone and the foreign investor in using 
each other for its own end. In order to make use of foreign capital, the zone 
must first of all create and provide proper conditions, but at the same time 

it must in no way spoil sovereignty and foreign trade. At the same time, the 
interest gained by this zone must exceed the price paid by the whole country, 
and not the price paid by a region or a unit. Foreign investors make use of this 
zone in order to get quite dig profits. If the profits do sot e:.ceei or are 
even less than the profits in other places, they will not invest in this zone. 
Investments can be realized only when both sides make profits. Therefore, in 
deciding the form of a special economic zone, it is imperative to consider both 
necessity and feasibility. 


The situation regarding communications, ports and industr‘al infrastructure of 

our four special economic zones differs very much from each other. Therefore we 
must put forward different demands on each zone according to its specific conditions 
and features, so that each will be able to display its advantages and avoid 
shortcomings. For example, let us probe the situation of Shenzhen special 

economic zone. 


Bordering Kowloon, Shenzhen is a passage from the interior to Hong Kong and 
Kowloon, by railway and highway. There is a coastal area in Shenzhen, but it has 
no deepwater port. Exchanges of goods and people between Shenzhen and other 
countries all have to pass through Kowloon. Shenzhen urban area was formerly 

a small town, with an agricultural production region and an offshore fishing 
industry. Its existing infrastructure was not in a position to meet the needs in 








developing industry smd commerce. The local residents have fariliies or relat‘ives 
working in Heng Kong or abroad, while the peasants and fishermen living in border 
areas can freely go to Hong Kong and Kowloon to sell their products. Consequently, 
their income and living standard are much higher than those in the interior. As 
some of the population have flowed out, there are not many young people and male 
laborers in this zone. So far no coal deposit has been found in Zhenzhen and there 
is little raw material for medium and big industries. Thus according to its 
natural conditions and social situation, there is no possibility for the region 

to develop big industry. But as the region borders Hong Kong and Kowloon, it is 
in a position to develop processing industry with export-oriented product. But 
compared with other cities of our coastal areas, Shenzhen is less advantageous 

in labor costs and industrial foundation. It is t-we that wages and land rents 

in Shenzhen are lower than in Hong Kong, but judged by its development, wages in 
Shenzhen will gradually increase because of variow: influences from Hong Kong. 

In addition, low wages do not necessarily mean low costs per unit. Take a garment 
factory for example. With similar equipment, a worker in Hong Kong produces 
several to 10 times more garments than his counterpart in Guangzhou, and the 
current situation in Shenzhen still differs very much from Hong Kong. Even if the 
labor cost per unit and the production costs in Shenzhen are only a little bit 
lower than Hong Kong, additional transshipment fees for transporting products 

to Hong Kong are needed as long as there are no roads for transporting gooujls 
directly to ports in Hong Kong and Kowloon fo: loading into vessels. 


Labor costs in Shenzhen export processing zone must be compared not only with 

Hong Kong but also with other coastal cities in our country, as well as with 

other export processing zones and free trade zones in Southeast Asia and other 
parts of the world. Foreign businessmen will invest in Shenzhen only when it is 
more advantageous for them to do so than in other places. Labor costs in export 
processing zones in Southeast Asia are much lower than in Hong Kong. The following 
are average daily wages for manufacturing industry in export processing zoues 
(excluding welfare, in U.S. dollars). (Figures from "Hong Kong Statistics 
Monthly," English edition, May 1980. Other figures were quoted from “The General 
Situation of the World Export Processing Zones"). 








Average Unskilled worker Skilled worker 

The Philippines: 

Bataan (1978) - 1.36 1.90 
Malaysia: 

Penang (electronics 

industry, 1977) -- 1,.42-2.84 1,.90-3.80 

Malacca (monthly wages, 1979) 62-71 -- -- 
Sri Lanka: 

(Kartunayak, 1979) -- 0,77 1.16 
Hong Kong (Septembe~ 1979) 8.11 -- -- 


It can be seen from our recent investigations of che average wage level in two units 
and the income of agricultural and sideline production in border areas in Shenzhen 
that: 1) monthly income of the most skilled woman worker of Nantou garment factory 











in 1980, when the piecework wage system was introduced, was 250 yuan. (Nantou 
garment factory is an enterprise with collective ownership and installed with 
foreign equipment; it is engaged in processing work.) 2) The new monthly wage 
Standards that are defined by China Merchants Steam Navigation Comnany Limited 

for its industrial zone in Shekou are 198.1 yuan for a second-grade production 
worker, 140 yuan for a fourth-grade worker, 182.7 yuan for a sixth-grade worker 
and 240 yuan for an eighth-worker; 181 yuan for a 20th-grade administrative 

cadre, 275 yuan for the l6th grade, 357 yuan for the 14th grade and 504 yuan for 
the 10th grade. The incom of laborers engaged in agricultural and sideline 
production is higher than that of workers, with daily income of about 4 to 10 yuan, 
and exceeding 10 yuan in a few cases. It is apparent that labor costs in Shenzhen 
are much higher than in other regions in our country, and also higher than most 
export processing zones in Southeast Asia. Labor costs are the biggest item in 
the costs of the labor-intensive processing industry; they are also the key 

factor for investors in selecting places for investments. 


It must be pointed out here that of the items carried out in processing industry 
and compensation trade in Shenzhen, Guangzhou and other countries and people's 
communes in Guangdong Province over the past 2 years, most are labor-intensive 
items with products similar to our export-oriented products. From point of view 
of a county or commune, no doubt it has earned foreign exchange, provided 
employment and promoted economy; but at the same time it has weakened the 
competitiveness of our similar export-oriented commodities and harmed industry 
with similar products in other regions. To view this from the situation of the 
whole country, losses outweigh gains. Therefore it is necessary in future to 
proceed from the situation of the whole country and to define that our special 
economic zones must in no way process products from foreign companies at low cost 
when such products will seize the foreign markets of our products; but exception 
must be given to products that can be reexported from Hong Kong to overseas 
markets as quotas. In fact such a definition has long ‘seen practiced by export 
processing zones in other countries and regions. 


Therefore we must not overestimate the ability of Shenzhen special economic zone 
in attracting foreign investments. However, Shenzhen has particularly advantageous 
conditions for developing tourism, retail shops, land and property development 

and agricultural and sideiine production and fisheries for exports. In addition, 
Shenzhen borders Kowloon, and Hong Kong and Kowloon are tiny places full of 
buildings with one of the densest populations in the world. So when Shenzhen 

is able to afford conveniences to people and allows vehicles from Hong Kong and 
Kowloon to enter (for example, holders of Hong Kong identity cards and driving 
licenses can come in and out at any time), exempt import and export commodities 
from tax, add more facilities for tourism, recreation and sports, run well service 
trades and improve environment and hygiene, it will consequently be able to attract 
more tourists from Hong Kong, Kowloon and other countries. Official statistics 
show that the population of Hong Kong and Kowloon is more than 5 million and the 
number of tourists visiting Hong Kong over the past few years was more than 

2.2 million, making a total of 7 to 8 million. Suppose that an average of 

20 percent of these people visit Shenzhen once a year, it means about 1.5 million 
will tour Shenzhen. In fact, every weekend and holiday, the streets in Shenzhen 
are crowded with several hundred thousand tourists a day. Shenzhen { now under- 
going construction. Therefore once its conditions are improved, She .zhen no doubt 
will be able to attract more touriste. While developing its tourist industry, 








it is also necessary for Shenzhen to set up shopping centers for selling agricul- 
tural and sideline products and industrial products for daily use. These centers 
may also sell imported commodities with retail prices lower than Hong Kong because 
thanks to tax-free imports, wages, shop rents and management fees for warehouses 
and others in Shenzhen will be lower than in Hong Kong. This means that with 
shopping centers where quality commodities are available at low prices, Shenzhen 
will be abie to attract more tourists. Take tourism in Hong Kong for example. 
Many tourists come to Hong Kong for shopping. (As Hong Kong is a free trade 

poct with imported goods exempt from tax, sale prices of commodities in Hong Kong 
are lower than those in the places of orizgin of these products; therefore tourists 
often purchase commodities in Hong Kong that are made in their own countries. 

Meany tourists from Japan and Southeast Asia come speciaily to Hong Kong to purchase 
wedding clothes and jewelery. In the first 6 months of 1979, tourists coming to 
Hong Kongsspent 67.5 percent of their total consumption in shopping. But as 
Shenzhen now lacks commercial management staff and is not familiar yet with 
channels for selling commodities, it can only take the form of joint ventures 
with foreign businessmen for a certain period.) Shenzhen may also supply 
vegetables, dairy products, poultry, fresh water fish and garden products to 

Hong Kong. There are also good prospects for building (certain sections of land 
in the Luohu area, Shenzhen, have all been purchased by Hong Kong developers and 
the buildings are now under construction) that can be sold and leased to overseas 
Chinese and Hong Kong and Kowloon compatriots. Developing tourism and setting up 
shopping arcades require less investments than infrastructure in establishing 
industrial zones; they can be built in a ehorter period with quicker turnover 

and they earn more foreign exchange. Probably it is better for Shenzhen special 
zone to develop tourism and build shopping arcades as the key, anc at the same 
time to develop beneficial industry, commerce, agriculture, animal .usbandry 

and fisheries, vather than develop processing industry with products for export 

as the key. This is the way to display advantages and avoid shortcomings. 


The three other special economic zones must work out their planning according to 
their specific conditions. Zhuhai zone, for example, has good beaches for 
attracting tourists and it has resources in agriculture, animal husbandry and 
fisheries for exports. Therefore this zone may develop these two aspects and 
develop small processing industries for exports that do not require much energy 
and transportation. 





2. The question of currercy in special zones. 


The question of currency in special economic zones includes two aspects. On the 
one hard, it is necessary to create conditions for foreign funds so that they 
will be able to link with the international money market. Modern capitalist 
industry and commerce will not exist without financial business such as credit, 
settlement >f accounts and foreign exchange. There are three ways of solving 
this problem, First, to allow foreign banks to se* up branches in special 
zones. Second, to allow foreign capitalized enterprises in the zones to have 
direct business reiations with the Hong Kong money market (including banks, 
finance companies, insurance companies, trust companies and commodity and «tcck 
exchange markets). Third, to let the Bank of China act as agent for ‘-*7~uational 
financial business and handle the foreign currency deposits. We must choose the 
form that is most favourable to our country. 














Another question is the currency in Shenzhen special zone. In addition to 
renminbi and foreign exchange certificates (various sectors hold different 
views whether foreign exchange certificates are currency, but under certain 
conditions they play part of the function of currency) there are also foreign 
currencies (mainly Hong Kong dollars) that are being illegally used. This 
situation has caused various defects. How can we solve this problem? One 
idea is to issue special zone currency as the sole form circulation within the 
speciai zone. The average exchange rate of this special zone currency against 
foreign currencies will be adjusted hasically according to the exchange rate of 
purchasing power, so that the legal average price will basically accord with 
free exchange rate. There is no precedence in other export processing zones 
for issuing special zone currency. It sabotages the unity of the state currency, 
has a bad political influence, and makes it difficult to maintain a stable 
value. If the rate between renminbi and special zone [words indistinct] there 
is no difference between the latter and foreign exchange certificates, and the 
only difference is i. the range of circulation. If the rate between the two 
fluctuates, the renminbi will have two different exchange rates, against special 
zone currency and against foreign exchange rate in other places of the country. 
Consequently, the exchange rate between the renminbi, special zone currency 
and foreign currencies will become very complicated to encourage illegal 
activities such as smuggling and arbitrage. 





Another idea is to adjust the current non-trading exchange rate of the renminbi 

so that this rate will be near to the exchange rate of purchasing power while 
foreign exchange certificates will cease their function. The renminbi should be 
the only means of circulation in special economic zones and other places of the 
country. The current non-trade foreign exchange rate differs so much from the 
exchange rate of purchasing power that measures have been taken to compensate for 
exchange rate for exported commodities. As a result, Hong Kong and Macao citizens 
and overseas Chinese would usually spare no efforts to bring commodities with them 
when coming to China for resale, and they do not want to remit money; tourists 
have found that their costs for daily necessities in China are too high when 
calculated in foreign currencies, and people have found it beneficial to engage 
in smuggling and arbitrage; such activities are difficult to check even when 
strict penalties are imposed. As our foreign trade system is being readjusted, 
the control over direct exports by various regions and departments has been 
relaxed. With increasing numbers of overseas Chinese and compatriots from 

Hong Kong, Macao and Taiwan coming to visit their families in China, it is 
imperative to develop tourism in a big way. In addition, foreign funds are being 
imported in various forms, our special economic zones are being expanded and our 
government has joined the IMF. All this shows that our economic relations with 
other countries [word indistinct] from the past in both breadth and depth. If we 
continue with our present exchange rate that goes against the law of value, a 
series of problems will inevitably crop up and these problems will cause unfavorable 
results to our foreign trade, industries that produce for export, tourism, 
remittance from overseas Chinese, foreign exchange and import and export management, 
while the problem of currency in special zones will become even more outstanding. 
We will not be able to solve these problems if we just treat the symptoms, not 





the disease. This is also the case with problems of foreign exchange certificates. 
If the exchange rate is readjusted accorcing to the exchange rate of purchasing 
power, the above problems will automatically adjust and improve themselves through 
the law of value, and this method is feasible for solving the currency problems 

in special zones. 


Of course preparations must be made before the average rate is readjusted according 
to the exchange rate of purchasing power. For example, in defining the exchange 
rate of purchasing pever it is imperative to carry out all-round investigations 
and study. Prices of goods in international markets fluctuate around production 
value, while different countries have different market value for various reasons. 
Therefore it is a complicated question how to get average market value. The 
local prices of goods in our country include planned prices and nonplanned prices 
and the former often accord with production value. Therefore what local market 
value should be compared with international market value is a very complicated 
problem. It is also imperative for us to gradually probe into and solve this 
problem. 


3. import foreign capital selectively. 


As export processing zones in some countries and regions depend on foreign capital 
and the foreign capital in such zones is mainly invested in the light, textile 
and assembly industries, it is imperative for such zones to pay attention to 
importing capital selectively. irst of all, the sources of foreign capital 

must be diversified as much as possible so that special economic zones will not 
fall under the control of a few multinational or international companies. In 
particular, special attention must be paid when we are importing capital from 
overseas Chinese and compatriots from Hong Kong and Macao who have quite strong 
economic power. A considerable amount of this floating capital is now seeking 
places for investment. In addition, funds from overseas Chinese and ccmpatriots 
in Hong Kong and Macao are medium and small funds that are being squee7 i out 

by big foreign capital, and consequently they are seeking new places for invest- 
ment. In particular, the structure of the Hong Kong economy is now in 4 period 
of transition. Labor-intensive industries that progressed rapidly in the 1960's 
and 1970's such as the garment industry, plastic flowers industry and toy industry 
have gradually lost their competitiveness in the international market because 

the growth of labor costs and land rents in Hung Kong has surpassed that in 
neighboring regions, except Japan, while production costs have also increased. 
Therefore the capital in these sectors is being invested in trades with intensive 
capital and labor, or diverted to other regions where labor costs are lower. 

It is estimated that the investment diverted to other regions (mostly Southeast 
Asia) over the past few years totaled as much as $10 to $15 billion. A Hong Kong 
economy of this type gives us chances to make use of Hong Kong capital. Second, 
most overseas Chinese and Hong Kong and Maco compatriots love their country and 
they have countless ties with China. Under specific conditions, they are more 
willing to invest in China than foreign capital. In addition, they are also more 
willing to cooperate. Third, in special zones, industries such as the light, 
textile and processiug industries, tourist facilities, foodstuff production, 


10 











agriculture, sideline production and fisheries are more attractive to foreign 
capital. These trades require less investment, not high technology, and they 
are within the capability of medium and small capital from overseas Chinese 

and Hong Kong and Macao compatriots. Therefore, in order to encourage overseas 
Chinese and Hong Kong and Macao compatriots to invest, it is imperative to work 
out investment regulations with more preferences. Various forms o. joint 
ventures must be introduced to attract foreign capital. For export processing 
industries, to import capital is not only a matter of using this capital but 
also a matter of making use of the business management and sales channels of 
foreign businessmen. But in the case of enterprises with foreign investment 

and processing enterprises, sales markets are in the hancs of foreign businessmen 
themselves and it is beyond our reach to grasp the situation of these markets. 
Therefore, once foreign businessmen terminate their contracts we can in no way 
succeed them; but such a situation will not happen in the case of joint ventures. 
In addition, the enterprises with foreign capital must use our raw materials 

and intermediate products as far as possible. This practice will not only 
increase our production in prices of products and create more foreign exchange 
but will also decrease control over raw materials and intermediate products by 
foreign capital. 


Ul 


4. Leadership and management over special economic zones. 


The export processing zones in a number of counties and regions are under unified 
leadership of the central government. The departments concerned send their 
experienced and capable cadres to form management organizations, work concentratedly, 
simplify administration procedures and improve efficiency. It is necessary for our 
special zones to be put under unified leadership. Such a measure is needed 
because special zones are related to foreign affairs politically and economically, 
and they are characterized by strong policy nature. Following their development 

in future, these zones will have to do business with richly experienced inter- 
national consortia and multinational companies that have formed their own inter- 
national networks for the production and sales of certain commodities through 
parent companies and subsidiaries. On the other hand, our country has for a long 
time studied very little and consequently understands very little about capitalist 
industry and commerce and international markets. In addition, our special Zones 
have relations with various departments of our w.ountry. Therefore, without 

unified leadership and management, each zone will carry out work in its own way, 
and consequently they will not be able to coordinate and carry out their work 
according to the special conditions of special zones. Thus the best way is for 

the central authorities to set up or empower an organization to exercise unified 
leadership, work out policies ard coordinate the work between special zones and 
various departments and regions. Under the unified leadership of the centra. 
authorities, each special zone must set up its own management organization composed 
of cadres who are familiar with policies and business and who come from various 
departments of foreign trade, customs, banks, border defense, labor, industry, 
commerce and administration. This organization will manage in a unified and 
centralized way the business of various departments concerned with the zone, 

and will not implement in the zone policies and laws that do not accord with it. 
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All the business departments set up or invested ir special zones by the 
industrial and commercial departments of the central authorities and va ous 
provinces atid municipalities must come under the management of the special zone 
management organizations. All their business operations, suspensions, items of 
business and imports of foreign capital must be checked and approved by special 


zones, which have the right to suspend and correct any policy that does not 
accord with their situations. 


In addition to setting up administrative management organizations, special zones 
must also set up investment and construction companies to be responsible for 
organizing and managing the infrastructure, tourist facilities and fac:llities 
for daily life and for leasing out standard plants and residential buildings. 
The sources of investments may be imported or may come from bank loans. The 


items of investment must be able to recover the capital invested and make 
profits in a predictable period. 


It is hoped that the above-mentioned views will be discussed by the comrades 
who are irterested in the economic theory and practice in special zones. 


CSO: 4006/418 
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rATIONAL POLICY AND ISSUES 


*JINGJI GUANLI' ON LESSONS FROM IMPORTING EQUIPMENT 


HK301356 Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 6, 15 Jun 81 
pp 12-14 


[Economic commentary by Lin Senmu [2651 2773 2606]: “Lessons Drawn From the 
Importation of 22 Complete Sets of Equipment"; passages within slantlines pub- 
lished in boldface] 


[Text] After the smashing of the “gang of four," the party Central Committee made 
a decision to expedite the pace of our socialist modernization program with the 
utilization of foreign funds and technology. Practice has fully proven this to be 
entirely correct. But it must be ackaowledged that there cropped up scme short- 
comings and mistakes in the process of implementing this correct policy decision. 
The importation of the 22 projects of complete sets of equipment signed in 1978 
was a prominent instance. This batch of projects was the product of “leftist” 
mistakes, and was a product of not seeking truth from facts, and of subjectivisn. 


In the 10 chaotic years, our national economy was | rought to the brink of collapse, 
the disproportionate relations of the national economy were verv serious, the 
scope of capital coustruction was overstretched and the orientation of investment 
was irratioual. Normally speaking, after the smashing of the “gang of four,” we 
should have carried out readjustment and rectification and let the people rest 

and build strength, instead, we called for “getting going and going all out" and 
building 120 large-scale backbone projects, and the total amount of investment 
within 8 years “from 1979 to 1985) was planned to exceed the total sum of the past 
28 years. Under the guidance of thic “theory of achieving quick results," an 
upsurge of importing complete sets of equipment was started. In 1979 in a very 
short period of time, large numbers of contracts to import foreign equipment based 
mainly on the 22 projects were signed. This included the contracts comprising 
about half of the total amovnt of transactions which were signed within 10 days 
beginning from 20 Decerber 1978 to the end of that year. Many of them were pro- 
jects outside the state plan. The Shanghai Saoshan Iron and Steel General Plant, 
the biggest project ever seen to date, was also a project outside the state plan. 
On the issue of importing these projects, no procedure of construction was fol- 
lowed, neither were any earnest investigation and study nor technical and economic 
deliberation and comparison of various plans made, and also no overall balance was 
made through the planning departments. Everything in this respect was decided by 
the leading cadres by marking dots and small circles. Even without the simplest 














certificates for planned tasks but ouly based on a scrap of note paper wich some 
dots and ring marks, they could sign more than US$2 billion worth of contracts 
with foreign businessmen and decide on construction projects with a total irvest-~ 
ment of 10 billion [presumably yuan]. Therefore, the importation of these 22 
projects was made largely at random and in a biind way. The large quantity of 
foreign exchange used and investment poured into these projects could only help 
make the imbalances of the national economy worse. 


/1) Making the scope of capital construction become viciously inflated./ The 
long-drawn-out situation in which the scope of our national economy was over- 
stretched, the management was in disorder and the investment effects were poor 
has remained unsolved for a long time. Although these 22 imported projects were 
small in number, the investment channelled into them was substantial. This made 
the already overstretched scope of canital construction continue to expand. It 
will take 7 or 8 years to fulfill the volume of investment needed by the planned 
large and medium-scale projects which have not been completed, calculated on the 
basis of their original level of investment of that year, even without any new 
projects being set up. The 22 imported project: (excluding the accumulative 
total of fulfilled volume) occupied 34 percent o* the totai investment needed. 
According to their original plans, the investment in these imported projects will 
reach a climax in 1980 and 1981, each year needing 10 or 20 billion yuan of 
investment, surpassing the limit of the national financial strength and material 
resources. In fact, to make this batch of projects form comprehensive productive 
forces requires the building of additior i] necessary complete sets of projects 
such as railway and power statirms, and transforming electrical transmission 
lines, coal cleaning plants and projects for the production of industrial <hemi- 
cals, and the corresponding urban construction. It was estimated that the actual 
scope of the 22 imported projects plus their necessary complete sets of projects 
would be 100 percent greater than the planned scope. This will greatly surpass 
the actual abilities of our national strength. 


/2) The orientation of investment is irrational./ In China's distribution of 
investment in capital construction there has existed a tendency in which heavy 
industry is given one-sided stress while light industry does not receive the 
deserved attention, resulting in a very irrational economic structure. Because 
of the one-sided priority given to the development of heavy industry and the 
overly low proportion of investment in griculture and light industry, agricul- 
ture and light industry could mot develop in a proper way. In the inner sectors 
of heavy industry, owing to the practice of “taking steel as the key link,” the 
basic structure such as the energy industry and transport and communications have 
become the weak links. With the backward state of energy and transport and com- 
munications, only 20 to 30 percent of the industrial productive forces could be 
utilized, and many enterprises stopped production for 3 days and operated for 4 
days, and vice versa. Therefore, it is necessary to readjust this irrational 
orientation of investment and rationalize the economic structure. However, 

among the 22 imported projects signed in 1978, the main projects were metallurgi- 
cal and chemical industrial projects comprising 74 percent of the total volume of 
investment in this batch of projects, energy projects constituting only 11 percent 
and light industrial and textile industrial projects occupying only 12 percent. 
As a result, the orientation of investment has become more and more irrational. 
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The total volume of investment needed by the unfinished projects o* the planned 
large and medium-scale projects which were under construction centered on heavy 
industry, particular’y the metallurgical industry comprising 22 perceat of the 
total volume of investment needed by the unfinished projects and the chemical 
industrial projects constituting 10.6 percent. 


/3) Without the conditions for production being practicable, even though the 
items are comleted, they still cannot go into cperation./ Most of the 22 
imported projects consume large quantities of energy. After going into opera- 
tion, they will annually consume 10 million tons of crude oil and 20 million tons 
of coal. In the present situation in which our energy supply is strained, the 
state cannot afford to supply. Take a copper-producing basic construc/ion 
project for instance. If its conditions for coal, electricity and transport and 
communications are unpracticable, it will annually consume 1 or 2 million tcns 
of coal according to the originally planned scope. This will affect the newly 
built power plants and the balance between production and demand of coal, and coal 
should be imported from other areas, which in turn will add weight to the over- 
loaded railway transport, thus demanding additional railways to be built or 
rebuilt. Some chemical industrial projects still do not know where to get crude 
oil from. In addition, several other projects will encowter the problem of 
energy supply of raw materials after completion. 


In sum, the problems of the construction of the 22 imported projects were rela- 
tively many. Therefore some of them got stranded before going into operation; 
many projects which have been put into construction had to be cancelled or post- 
poned and still others whose construction plans should be altered and scale 
should be reduced. In this way, warehouses had to be constructed to store 

the several billion U.S. dollars’ worth «.* ecuipment, consuming a large amount 
of manpower, materials and finances to preserve and take care of them, resulting 
in several billion [currency unspecified] units of foreign exchange or scores of 
billion renminbi lying idle over a long period of time. This was unprecedented 
in terms of politics and economics. 


At present, the primary task for clearing away and ridding ourselves of the 
"left" deviationist ideological shackles in economic work and further imple- 
menting the principle of readjustment of the national economy is the further 
curtailment of capital construction to a proper degree. In the meantime, it is 
imperative to earnestly sum up and draw lessons from these 22 imported projects. 


/1. Borrowing from abroad to buy mechanical equipment depends on the amount of 
national funds necessary to manufacture complete sets of equipment./ Under the 
prerequisite ot putting self-reliance first, it is entirely necessary to borrow 
from avroad to import some advanced techniques. This is conducive to counter- 
acting our weaknesses in construction funds to speedily enlarge the productive 
forces and utilizing advanced technology to transform the national economy. But 
most of the foreign debts we borrowed 2 years ago were used to buy mechanical 
equipment. Using foreign debts to buy mechanical equipment does not depend on 
our subjective will but depends on how much investment the state can afford for 
the necessary complete sets of equi; ment. The ability to manufacture the neces- 
sary comlete sets of equipment should be considered in two ways: one is the 


15 








national investment, materials for equipment and ability to construct needed by 
the projects to manufacture the necessary complete sets of equipment, and the 
other is the ability to form complete sets of raw materials, fuel, power and 
transport and communications after the projects have been constructed. 


Some people once argued that it wes permissible to separate the carrying out of 
capital construction using equipment bought with foreign debts from the domestic 
planned arrangements, thus allowing it to go its own way, that is to say, it 
could be disconnected with the domestic state plans or finance. This “theory of 
disconnection" does not hold water. Take the first phase of the project of the 
Shanghai Petrochemical Industrial General Plant, which has been completed and 
put into operation for example. This project has 18 sets of equipment in all, 

of which 9 sets were introduced from abroad and 9 others are Chinese-made. The 
public facilities, municipal administrative facilities and nonproductive con- 
struction were all suppJied domestically. Vi-wed from the angle of the ratio 

of investment, the imported installations comprised 37 percent wnile the Chinese- 
made ones constituied 63 percent. If the portion of the 9 Chinese-made installa- 
tions had been imported from abroad, we should have spent more foreign exchange. 
Meanvhile, the domestic productive capacity of these projects cannot be utilized. 
This is economically irrational. If we build by means of borrowing from ubroad 
the puolic facilities (heat and power stations, water works, railways, roads and 
docks) and import all power-generating equipment, rail sleepers an/ locomotives, 
this seems to be disconnected, but where should we get the needed rolled steel, 
timber and cement fron? Apart from the bricks, tiles, lime, sand and stones 
which should be taken fror the domestic market, it is almost impossible to rely 
on foreign countries to supply cement, electricity, coal and transport and com 
munications facilities needed by the construction. The nonproductive construction 
(housing, canteens, shops and hospitals) and the construction of water supply, 
sewage, gas, telephone and transport facilities which serve factories also cannot 
be solved by borrowing from abroad. In addition, taking production into consid- 
eration, even if we borrow from abroad by processing supplied materials, assen- 
bling supplied parts and importing assembly lines, and pay them with products 
exported, we still require domestic replenishment of complementary materials, 
packaging materials, necessary complete sets of equipment and the relevant funds. 
How can the large-scale imported projects be disconnected with the domestic 
appropriate ones? Needless to say, no matter what means and measures we take in 
borrowing from abroad to undertake construction, it is necessary for agriculture 
and light industry to provide us with the meens of livelihood. Borrowing from 
abroad to undertake production should be based on th< substantially increased 
production of agriculture and light industry. The disconnection of arrangements 
between construction using borrowed foreign funds and production by domestic 
strength, in fact, is to be divorced from the overall balance of the whole 
national economy, starting to build all over again. This will inevitably lead 

to loss of control over the scope of capital construction and damage the propor- 
tionate relations of the nationa) economy. 


Therefore, in borrowing from abroad to import some projects, it is necessary to 
make an overall plan and link up the interior and the exterior to attain overail 
brilance. As regards all projects using foreign investment, it is essential first 
of all to consider the degree of capability and possibility to cooperate and 
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manufacture the necessary complete sets of equipment domestically. It is not 
permissible to decide in isolation on the scale, schedule and effects of the 
imported projects regardless of the conditions for the construction of projects 
to manufacture necessary complete sets of equipment and the possibility for 
cooperation of building times and conditions for construction. The imported 
projects and the projects for the necessary complete sets of equipment should 

be arranged well concurrently, otherwise even when they are completed, they will 
not produce any practical results and on the contrary, they will become a heavy 
burden. 


/2. It is necessary to proceed from the national condition and increase the 
capability for self-reiiance./ The aim of impor.ing technology by using foreign 
investment is to increase our capability for self--eliance. We should rely on our 
own strength in building the four modernizations and not buy modernization. In 
usiog foreign debts, we should not import any projects whatsoever production. 
Particular stress should be laid on introducing advanced technology and trying 

in every possible way to increase the domestic level of designed capacity and 
manufacturing capability. Everyone should take the overall interests into con- 
sideration and energetically foster the domestic manufacturing industry. It is 
not permissible to weaken and attack the domestic engineering (manufacturing) 
industry. Hence the domestic departments concerned should be allowed to undertake 
every design that can be undertaken or mastered through learning at home. Equip- 
ment that can be manufactured and supplied at home should be supplied as much as 
possible by the departments concerned at home. As for some equipment that cannot 
be supplied at home for the time being, it is permissible to introduce from 
abroad the blueprints (drawings) and technical data, and engage foreign special- 
ists as instructors. We should try our best to manufacture them by ourselves. 

In case we are obiiged to buy equipment from abroad, we should buy the key 
equipment. 


Furthermore, in importing advanced technology, we should take our own actual 
conditions and the current national ability and resources into consideration. 

Our country has limited funds, insufficient technological force and a large 
population. Theretore in carrying out modernization, we have to consider what 

is to be modernized first and what later, proceed on the priority principle, 

make rational arrangements, differentiate what is primary from what is secondary 
and distinguish between what should come first and what should come later. When- 
ever modernization i« mentioned, people think that everything can be accomplished 
by “pressing a button." It is unnecessary and impossible to do things like that. 
In our country, advanced and relatively backward techniques will exist concur- 
rently. Therefore, it is necessary to spontaneously develop automation, semi- 
automation, mechanization, semimec'anization and manual labor of various types. 


/3. Decisions on every »roject should be based on scientific confirmation and 
technological and economic deliberation./ In deciding on every imported project, 
we should act according to the procedure of capital construction and the scien- 
tific laws and correct the unhealthy tendercies of writing instructions or notes 
arbitrarily and starting projects in an unplanned way. Without the examination 
of comprehensive departments concerned and approval through collective discussion, 
no one, from secretaries of the people's communes to members of the Standing 
Committee of the CCP has the right to ratify any projects. 
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An earnest technical and economic deliberation (feasibility study) should be made 
before importing 1 project, including the main problems of the research projects 
such as resources, (?geology), raw materials, fuel, power, communications, 
technological proc -sses, equipment selection, product specifications, varieties, 
quantity and market. We should c-~duct technological and economic investigation 
and study of the project, make a comparison of the various plans and calculate 
the technical and economic results after it is completed. Only after iis 
project has been proved to be technically advanced and reliable, economically 
beneficial and profit»ble, and in addition, we are capable of undertaking it, 

can we begin to carry out trade negotiations and sign contracts for imports. 
Without making any scientific confirmation and without any analysis of tecino- 
logical feasibility or economic feasibility with regard to the imported projects, 
we decided on them after making assumptions by marking only a few dots and small 
circles on a piece of paper. We “did not have a real understanding of how things 
stand but had great determination and lots of measures." This practice of vlindly 
deciding on projects to be imported will inevitably cause ,reat waste and inflict 
many hidden dangers and itiurmountable incurable diseases or production. 


/4. Learn to do business./ Over the past 20 years, blocked by imperialism in 
the first stage and disrupted and sabotaged by Lin Biao and the "gang of four" 
later, it was impossible for us to develop economic activities with other coun- 
tries on an intensive sce*le. As a result, we have a poor understanding of 
international economic activities and little knowledge in many respects. Owing 
to lack of experience, the importation of the 22 projects was a bit too hasty, 
hence we suffered some losses. We must learm to do business and master the knack 
of doing business. 


In negotiating loans to import technology, we have come into contact with many 
foreign capitalists. We should soberly realize that foreign capitalists are after 
all capitalists, and are “the personification of capital” (quotation from Marx). 
Their motives and aim for doing business are to achieve the biggest profits. 

The profits they aim to obtain definitely cannot be less than the average inter- 
national profit rate. If the profits they gain are less than the average profit 
rate, they will not take risks to make investments and they are entirely justi- 
fied in keeping their money in banks to receive interest safely and surely. 

In talking about the role of gold under the socialist system, Lenin pointed out: 
“After winnirg international victory, I think, we will build some lavatories 
with gold in the streets of the several biggest cities in the world.” But at 
present, we “must still treasure gold. If you sell your gold, sell it at a 
higher price, and if you buy any commodities with gold, buy them at a lower 
pitce. If you live with wolves, you should learn to bark like wolves.” 


Promptly summing up experience, upholding what is correct and correcting what is 
wrong are our fine traditions and also the main reasons for the progress we have 
made in our work. We should uphold our fine traditions and do a proper job in 
using foreign investments to import technology. 


CSO: 4006/421 
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ECONOMIC PLANNING 


*JINGJI GUANLI' PROBES ECONOMIC REFORM IN SICHUAN 


HK291450 Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 6, 15 Jun 81 
pp 16-23, 26 


[Article by Lin Ling [2651 0407] of the Sichuan Provincial Social Sciences 
Research Institute: “Experiences and Problems Concerning Reform of the Economic 
Systems in Sichuan Province Over the Past 2 Years") 


iText] I. Developments in Reforming Economic Systems in Sichuan Over the Past 
2 Years 


In Sichuan, experiments in reforming economic . ystems have been conducted under 
the guidance of principles established at the 3d Plenary Session of the llth 
party Central Committee. Over the past 2 years, the people and the authorities 
at all levels in the province have exerted joint efforts, and the reform has 
greatly developed both in scope and in depth. Judging from its scope, the 
experimental reform has been extended from industry to agriculture, commerce, 
the handling of goods and materials, public finance, planning, pricing of com 
modities, banking, construction and other economic sectors. It involves the 
realms of production, circulation, distribution, consumption and so on. Judging 
from its depth, experimental reform has affected not only the whole economic 
realm, but also the superstructure and ideology. It has been transforming a 
series of traditional ideas that have been formed over many years. In this 
sense, our reform of the economic systems is really a profound and major socio- 
economic change. Therefore, we have strong confidence in this reform. 


The reform in Sichuan involves many issues. We will now examin’ several major 
ones. 


(1) Expanding Enterprise Autonoay 


This is the point which we proceed from and base ourselves on in reforming our 
economic systems, whose gravest weaknesses are: first, power is overly cen- 
tralized, so that the enterprises are rigidly fettered; and second, “eating out 
of a big pot” has made the enterprises and workers lazy. To reform our systems, 
we must proceed from increasing enterprise autonomy and fully mobilizing the 
enthusiasm of the enterprises and workers. Over the past 2 years, starting from 
increasing the autonomy of a minority of enterprises, our experimentation has 
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developed in depth, having been extended to grassroots units in scientific 
research departments and in various economic sectors such as industry, communica- 
tions, commerce, the handling of goods and materials, banking, supply and market- 
ing, and so on. There are 417 trial-point units among the industrial enter- 
prises. Among the local industrial enterprises ir the province, their output 
value, realized profits and profits turmed over to the state respectively account 
for 70 percent, 80 percent and 90 percent of the totals. The results of their 
experiments will now decisively affect industrial development in our province. 
There are 238 trial-point wits among the commercial enterprises as well as a 
relatively large number of enterprises experimenting with expansion of autonomy 
in the sectors of communications, banking, the handling of goods and materials 
and supply and marketing. 


Increasing enterprise autonomy aims to free the enterprises from the fettere of 
the existing systems so that they can become genuine relatively independent 
producers of commodities. However, this aim cannot be achieved cvernight. We 
must go through a definite process of development which includes several] steps. 
We roughly envisage the following: First, we let the enterprises retain part 

of their profits and give them correspondingly greater autonomy in planning, 
marketing products and expanding reproduction; pay taxes instead of turning over 
profits to the state, and assume responsibility for their own profits and losses. 
(lt must be clarified here that when enterprises under the system of ownership 

by the whole people assume responsibility for their own profits and losses, they 
do so to a certain extent and within certain limits under the conditions of the 
system of public ownership of the means of production. Some comrades call this a 
system of responsibility for profits and losses.) We must then further free the 
enterprises from their relations of subordination to various departments or local 
authorities, so that they will really be sble to independently carry out manage- 
ment and production activities under the guidance of state planning. At present, 
the majority of enterprises in Sichuan are still taking the first step. Some 10 
industrial enterprises and 99 commercial enterprises are experimentally assuming 
responsibility for their own profits and losses. There is still a long way to go 
before the enterprises can really become relatively independent producers of 
commodities. 


Because we have increased enterprise autonomy, tire enterprises in Sichuan have 
gained five categories of powers toe different exceants: the powers over part of 
planning, marketing part of their products, retaining part of their profits, and 
using their own funds to expand reproduction and labor personnel. Many changes 
have been caused by the increase in the enterprises’ power. The most important 
one is that the enterprises have become dynamic organic bodies which have great 
vitality and which can grow by themselves. This change is of extremely profound 
and far-reaching significance. It enables our whole economy to acquire vitality. 


(2) Reforming Economic Management Systems Centered Around Increasing Enterprise 
Autonomy 


An increase in the enterprises’ autonomy requires relevant economic departments 


to correspondingly assign greater power to the enterprises. That is, increasing 
their power must be concurrent with assigning greater power to them. Otherwise, 
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increasing their power will be empty talk. The leading comrades of the provincial 
party committee have paid great attention to this point. From the very beginning 
of the experimentation, they organized the lezding comrades of relevant depart- 
ments at the provincial level to take part in the experimentation. Such depart~- 
ments include the planning, financial, goods and materials handling, commercial, 
personnel and labor departments. The comrades of these departments have been 
required to free themselves from the fetters of traditional ideas, have their 
ideology and action unified, vigorously reform various systems adopted by their 
departments, and jointly give the green light to increasing the enterprises’ 
autonogy. 


After 2 years and more of experimentat‘<u, Sichuan has accomplished a series of 
major reforms of various management systems. 


In the arena of the planning system, in the past the enterprises could carry out 
production only according to the directive targets assigned by the state; now 
they can also formulate some plans to supplement state plans according to market 
needs. 


In the arena of the goods and materials handling system, we have broken free 
from the theory that the means of production cannot be commodities. Aside from 
a few products which are important to our national economy and the people's 
livelihood or which are in short supply, and aside from dangerous goods, all of 
which are still purchas i and distributed solely by the state, the majority of 
the means of production have found their way into the realm of circulation. 
Through direct supply contracts or through the market, the enterprises can pur- 
chase them to satisfy part of their own needs. 


In the arena of the commercial system, monopywlistic purchase and marketing by the 
state, monopolistic running of business and reliance on a single channel have 
been done away with. A commercial system embodying many channels of circula- 
tion, many forms of business operation and many economic sectors has ‘een pre- 
liminarily formed. Industrial enterprises may market some of their products, 
and some large shops may directly purchase goods from factories without going 
through the link of wholesaling. 


In the arena of the financial system, we have begun to put an end to centralized 
collection of revenue, centralized spending and she system of eating out of a 
big pot. The enterprises’ relatively independent economic interests have been 
acknowledged. They can now enjoy a definite share of their profits which depend 
on how well they are run, and use these retained profits for tapping potential, 
renovating and restructuring, improving their workers’ collective welfare, and 
increasing bonus payments. Thus, the enterprises are beginning to have internal 
economic motivation. 


In the arena of the labor management system, there have been some tentative 
ideas of reform, such as recruiting workers by advertising and selecting the 
best candidates for the jobs, dismissing workers, and so on. However, these 
ideas have not been implemented because we have not yet been able to solve the 
employment problen. 
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The achievement of these reforms has been promoted by the move to expand enter- 
prise autonomy. This move has provided a motive force, which goes from bottom to 
top, for the reform of our economic systems, as well as an objective basis for 
such reforms. Proceeding from expanding enterprise autonomy to reform our 
systems may be a means to achieve the goals cf our reforms without having to 
experience major upheavals. 


Proceeding from increasing the enterprises’ power to reform our economic systems 
must be coordinated vith other ingredients of a complete set of reforms. An 
enterprise should have many different kinds of power which cannot be separated 
from one another. An economic system is also an entity, a network composed of 
various systems. Any change in any one link will affect the overall situation. 
In expanding the enterprises’ power, the right to retain part of their profits 
represents the core of the enterprises’ autonomy. Without this right, other 
facets of their autonomy will be void. Therefore, to expand the enterprises’ 
power, we must first reform the financial system. However, if the enterprises 
are denied other powers except the power to retain part of their profits, that 
is, if they cannot plan production according to market needs, nor market their 
own products, nor use their own funds to expand reproduction, and so fourth, then 
it will be impossible for them to retain their profits. Therefore, the planning, 
commercial, goods and materials handling and other s ‘stems must also be reformed 
in conjunction with the reform of the financial system. In this sense, Sichuan's 
experimental reforms have been carried out in a thoroughgoing way. Of course, 
these amount to a large-scale undertaking. However, in practice, we may consider 
using complete sets on a different scale. We may start with a small-scale com 
plete set, and then proceed to a medium-scale one and finally to a large-scale 
one. Our reforms which are centered on expanding the enterprises’ power can be 
said to form a small-scale complete set. Reforms centered on requiring the 
enterprises to assume responsibility for their own profits and losses and to be 
reorganized or integrated, which include putting an end to their relation of 
subordination to various departments or local authorities, and which include 
reforms of the pricing and taxation systems, can Se said to form a medium-scale 
complete set. The future reform of the entire structure of economic organization 
and the entire system of economic leadership can be said to form a large-scale 
complete set. By envisioning changes in this way, I wish to explain that reforms 
must be carried out simultaneously in complete sets, but it will also be impossi- 
ble to get th: whole set of reforms ready before we implement then. 


(3) Integrating Regulation by Planning Mechanism With Regulation by Market 
Mechanism 


Regulation by market mechanism plays a prominent role in the following four 
aspects: 


l. According to traditional theory, under socialist conditions, the law of value 
does not play a regulatory role in the realm of production. As a result of our 
reforms, aside from complying with state plans, the enterpri es can also formu- 
late plans and carry out production according to market needs. Thus, changes in 
market supply and demand have begun to regulate, within certain limits, produc- 
tion at the enterprises and the orieatation in their use of funds. Consequently, 
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the disparity between demand and output, which could not be changed for many 
years, has begun to narrow. This shows that the realm of production cannot be 
divorced from regulation by market mechanisn. 


2. Traditional theory acknowledges that the law of value plays a role in the 
realm of circulation, but limits its role to the circulation of the means of 
subsistence, excluding its application to the means of production. Actually, 
the means of subsistence are also allocated by the state, resulting in a vast 
disparity between supply and demand. In our reforms, we have subjected the 
majority of the means of production to the wor*ings of the market mechanisn, 
and let the market mechanism play a greater regulatory role in the realm of 
circulation, so that the disparity between supply and demand has markedly 
narrowed. 


3. In the final analysis, regulation by market mechanism amounts to a pricing 
problem. Although we have not reformed the pricing <tructure, however, because 
we have practiced regulation by market mechanism, the old pricing structure, 
basically characterized by a single set of planned prices, has disintegrated. 
Fixed prices, floating prices, negotiated prices and free prices represent four 
forms of pricing which have just appeared. Although this change in the pricing 
structure has caused some commodity prices to rise, it has begun to put an end 
to the vast disparity, which has persisted for many years, between price and 
value. It has opened up the way to reform our pricing system and to use the 
price lever to regulate production. 


4. The most conspicuous role of regulation by market mechanism is its increas- 
ing influence on the enterprises’ economic interests, which, thanks to such 
regulation, have begun to be related to the competitive ability of the enter- 
prises’ products in the market. Consequently, competition, which has tradi- 
tionally been viewed as a characteristic of capitalism, has appeared among 
enterprises of the same industry. Market competition is just like an invisible 
but powerful propeller, which forces the enterprises to try all means to produce 
superior-quality, inexpensive and marketable varieties of products, and to pro- 
vide good service, so as to gain as much economic benefit as possible. It con- 
tinuously urges backward enterprises to improve technology and management, so as 
to keep up with advanced ones. In our country, Sichuan is a locality where 
industrial development is relatively backward. The quality and varieties of 
products of its local industrial enterprises are far inferivr to those of coastal 
regions. With the appearance of competition, commodities from the coastal regions 
have poured into Sichuan, posing a grave threat to Sichuan's local industries, 
but also creating a powerful motive force which encourages the enterprises to 
strive for progress and to improve technology, business operation and management. 
An increasing number of products of Sichuan's local industrial enterprises have 
begun to establish their own positions and nationwide competition. This demon- 
strates that even in the socialist mode of production, there are objective con- 
ditions for the existence o” competition. Therefore, socialism should not 
preclude competition, but should “safeguard competition." 


With the market playing a role, how to practice guidance by the planning mechanism 
has remained an unresolved practical issue. Nevertheless, macroeconomic control 
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has still been safeguarded. Judging from Sichuan's experiences, state planning 
and administrative control still remain important constraints on regulation by 
market mechanism. In production, directive state planning has not been abolished. 
The value of the enterprises’ products not produced according to state plans 
accounted for only around 10 percent of the total value of local industrial out- 
put in 1979, and around 20 percent in 1980. State planning has still been play- 
ing a leading role. In the marketing of products, in 1980, merely 17 percent 

of the total volume of commodities retailed in the province were sold through 
channels other than the «.ute commercial units. Out of this 17 percent, 6 per- 
cent represented local industrial products. Thus, state commercial units still 
constitute the main body of circulation. Considering prices, the prices of the 
principal means of production, daily goods needed by the people and the majority 
of other products are still controlled by state plans. Some confusion has indeed 
occurred because of regulation by market mechanism and competition, but this has 
not been the main trend. 


(4) Reorganize Industry and Practice Integration According to the Principle of 
Cooperation Among Specialized Units 


With the expansion of enterprise autonomy and the appearance of competition, 
enterprises have begun to smash the boundaries between industries, between 
localities and between systems of ownership. Direct, horizontal links have been 
esteSlished among industrial enterprises; between industrial enterprises and 
commercial enterprises, goods and materials handling agencies; between indus- 
trial enterprises and agricultural enterprises; between civil industries and 
military industries; and between industrial enterprises and scientific research 
institutions. Many kinds of cooperation among specialized wnits and economic 
conglomerates have emerged as the times require. There are production conglo- 
merates which mainly produce certain products through cooperation, marketing 
conglomerates which market products jointly, conglomerates for formation of 
complete sets which organize combinations of products into complete sets of 
equipment, production-related scientific research conglomerates which develop 
new products and new technology through cooperation, agricultural-industrial or 
agricultural-commercial conglomerates which process agricultural and sideline 
products, as well as agricultural-industrial-commercial conglomerates which take 
commercial business as part of their work. By the end of 1980, a number of 
integrated organizations had been established in the province, including 45 
specialized companies of various types which are run as enterprises, 8 inte- 
grated groups of fac ries, and 150 economic conglomerates of various types with 
a total membership of 988 enterprises. The formation of various types of 
specialized companies and economic conglomerates reflects a process whereby 
production and funds are centralized. Cooperation among specialized units and 
integration have given rise to new productive forces. 


Judging from the development of integration and cooperation among specialized 
units in Sichuan, integration and such cooperation are not artificial inventions, 
but are the inevitable consequence of developments in competition and expansion 
of enterprise autonomy. They are essential to socialized large-scale produc- 
tion, and to the enterprises if they want to extend their production capability 
and improve their ecor>mic results. Integration and cooperation among specialized 


24 











units represent an integration of various parties’ economic interests. If 
rational division of labor and cooperation alone are emphasized at the expense 
of various parties’ economic interests, integration will not be successfull) 
accomplished. The enterprises’ relation of subordination to various local 
authorities or departments is antagonistic to and is the greatest obstacle to 
integration and cooperation among specialized units. We must do away wits this 
relation, so that the enterprises can really become relatively independent. 
Then, integration coupled with cooperation among specialized units will be able 
to develop on a large scale. Therefore, we must take further steps to substi- 
tute taxes for profits that are turned over to the state as well as carry out 
other reforms. 


In integration, the emphasis on the enterprises’ economic interests, voluntary 
change and mutual benefits does not preclude wholesale promotion, organization, 
coordination and intervention by the state. Ours is a socialist planned economy. 
To achieve integration and cooperation among specialized units, it is absolutely 
necessary for us to go from top to bottom in formulating unified plans and 
achieving rational distribution in a planned and gradual manner. If we can 
integrate the enterprises’ interests with the state's efforts, integration and 
cooperation among specialized units will develop much more smoothly. 


(S) Implementing on a General Scale the Principle of Material Benefits; Seeking 
Principles, Forms and Methods Correctly Embodying the Interests of the State, 
the Enterprise and the Individual 


In the experimental reform of our systems, we have solved the problem of the 
right of enterprises under the system of ownership by the whole people to enjoy 
relatively independent economic interests, and have designed and experimented 
with five forms of distribution of profits between the state and the enterprise 
as well as three forms of distribution of profits between the enterprise end the 
individual. If the enterprise has its own economic interests, and if the workers’ 
benefits are closely integrated with the enterprise's interests, then the enter- 
prise will become vigorous. 


The five forms of distribution of profits between the state and the enterprise 
are: (1) sharing a basic level of profits plus sharing profits in excess of this 
basic level; (2) sharing the total profits; (3) assuming responsibility for one's 
own profits and losses; (4) undertaking the whole task if it results in losses 

or meager profits; and (5) profits of enterprises under county authorities to be 
shared in the proportion of 4:3:3 (or 4:4:2). Each of these five methods has its 
particular effectiveness and shortcomings. The first method provides for a rela- 
tively stable and reliable distribution of benefits for both the state and the 
enterprise. However, because the basic level of profits depends on the previous 
year's figures, the enterprises are disinclined tc tap their own potential. The 
second method is simple and convenient, but if the proportion is not appropriate, 
the state's benefits will be prone to be affected. The merits of the third 
method are that economic results are marked, reasonable revenu -or the state 

is insured and the enterprise must bear risks. However, there .. a different tax 
rate for each enterprise and consequently it is not easy to popularize this method. 
The fourth method is most effective. If a task is undertaken by an industry as a 
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whole, the effects will even be better. The fifth method is suitable for small 
enterprises run by county authorities. However, if the method is applied to 
state-owned and collectively rum enterprises which pay taxes instead of turning 
over profits to the state and which assume responsibility for their own profits 
and losses, the effect will even be better. 


Because there are different methods, the ratio in which profits (this refers to 
profits remaining after payment of industrial or commercial taxes) are shared 
between the state and the enterprise varies. If the method of sharing a basic 
level of profits plus sharing profits im excess of this basic level is adopted, 
the enterprise will get a smaller share. If an enterprise assumes sole respon- 
sibility for its profits or losses, it will get a larger share. 


From the figures obtained in our experiments, can we derive correct quantitative 
limits governing the distribution of profits between the state and the enter- 
prise? Can we discover any objective basis on which these limits should be 
defined? Our tentative idea is that as a relatively independent producer of 
commodities, an enterprise which assumes responsibility for its own profits and 
losses should have three categories of economic power, namely, the power to 
utilize after-tax profits to carry out expanded reproduction which is closely 
related to simple reproduction; the power to provide collective welfare to the 
workers; and the power to pay wages and bonuses to the workers. That is to say, 
expenditure in these three areas should come from the enterprises’ after-tax 
profits. If these three categories of power are justified, ther the enterprise 
income ration adopted by five enterprises in Sichuan that are responsible for 
their own profits and losses may provide reference for defining the quantitative 
limits governing the distribution of profits between the state and the enterprise. 


However, the ratio in which profits are to be distributed between the state and 
the enterprise should not only depend on the economic powers due to the enter- 
prise as a relatively independent producer of commodities, but should to a large 
extent depend on the situation of state fiscol revenue. Recently, the propor- 
tion of the enterprises’ income has only been able to depend on whether the 
state can obtain sufficient revenue from the growth in the enterprises’ current 
protits. Only thus can the reform of our economic systems develop healthily with 
state fiscal revenue growing steadily, or with state expenditures decreasing 
correspondingly in the absence of any growth in revenue. Judging from Sichuan'‘s 
experiences over the past 2 years, a reiatively appronriate proportion of the 
enterprises’ income is around 10 percent. 


There are three main forms in which benefits are shared between the enterprise 
and the workers: 1) For enterprises adopting the method of sharing a basic level 
of profits plus sharing profits in excess of the basic level, their workers’ 
basic wages, legal bonuses (12 percent of standard wages) and collective welfare 
funds (11 percent of total wage payments) are set aside according to state regu- 
lations. In addition, part of the enterprises’ profits are allocated for collec- 
tive welfare or for awarding individual bonuses to workers. 2) For enterprises 
whose total profits are shared between themselves ani the state, their workers’ 
basic wages are paid according to general regulations. The workers’ individual 
bonuses and collective welfare funds are all drawn from the enterprises’ retained 
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profits. 3) For enterprises which assume sole responsibility for their own 
profits and losses, their workers’ basic wages, bonuses, collective welfare 
funds and so on are 311 drawn fren the enterprises’ after-tax profits. Among 
these three methods, the correlation between the workers’ economic benefits and 
the success in running the enterprises decreases from the third method to the 
second, and then to the first one. Nevertheless, even the first method is much 
better than excessive collectivism. If it is impossible to practice any of the 
desired methods, we may consider taking these three methods in three progressive 
steps. By its nature, a bonus is a reward for labor performed in excess of some 
set quota. 


Whichever method is adopted, distributing individual bonuses to workers must 
follow the principle of distribution according to work done. To implement this 
principle successfully, we must rectify and strengthen basic enterprise manage- 
ment work, as well as establish and perfect various systems of job responsibility 
in conjunction. Only thus will there be a scientific basis for calculating the 
quantity and quality of a worker's labor. 


(6) Staff and Workers To Be Masters of Their Own House and Manage Enterprises 


Increasing enterprise autonomy correspondingly gives rise to a major problem. 
Who will be responsible for decisionmaking in the enterprises? 


In some socialist countries, workers are subordinate to factory directors, whose 
decisions usually determine how well the enterprises are run. Yugoslavia adopts 
a system of autonomy by the workers, with the factory directors responsible to 
worker councils. Judeing from our country's actual conditions, we must grad- 
ually turn staff and workers’ congresses into the highest organs of power in 
enterprises. Factory directors should be elected by and responsible to staff 
and workers’ congresses. Moreover, they must be appointed by and responsible 

to the state. Important matters concerning the enterprises should be decided 

by the staff and workers’ congresses. The factory directors will participate 

in the whole decisionmaking process and execute the staff and workers’ congresses' 
resolutions. If such resolutions are in conflict with the state's principles or 
policies, or go against our national interests, the factory directors will have 
the power to request reconsideration of these resolutions by the staff and work- 
ers’ congresses, to report such cases to higher authorities, or to suspend 
execution of these resolutions. The party committees of the enterprises should 
mainly educate the staff and workers, encourage them to exercise their rights 
as masters of their own house, insure that these rights are not infringed upon, 
and participate in the entire decisionmaking process. It seems that such a 
system of decisionmaxing will be more compatible with our country's actual 
conditions. 


The above-mentioned reforms have brought unprecedented vigor to the economy of 
Sichuan. The success is very marked. Between 1978 and 1979, the value of the 
output of 84 local industrial enterprises among 100 trial-point enterprises 
increased by 14.9 percent, their realized prefits grew by 33 percent, and the 
profits they turned over to the state grew by 24.2 percent. In 1980, the five 
enterprises which had been experimenting with assuming responsibility for their 
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own profits and losses displayed additional vitality. The value of their output 
grew by 42.7 percent over the previous year, their realized profits grew by 80.7 
percent and their profits turned over to the state grew by 49.1 percent. Because 
Sichuan was beset with grave shortages in the supply of energy resources, great 
inadequacy of production tasks for heavy industrial enterprises and other diffi- 
culties, and because of backward management and some defects in the methods of 
reform, the total profits turned over to the state by all local industrial enter- 
prises decreased by 7.55 percent compared with the previous year. This decrease 
resulted from a 30.3 percent drop for non-trial-point enterprises and a 3.7 per- 
cent drop for trial-point ones. However, absolute figures reveal that in 1980, 
the total profits turned over to the state by all industrial enterprises in the 
province amounted to 880 millior yuan, while the trial-point enterprises turned 
over 94,000 [as published] yuan. That is to say, the trial-point enterprises 
turned over more profits to the state than the rest of the provinces; the profits 
from the trial-point enterprises offset the other enterprises’ losses. 


Because the profits turned over to the state by some of the trial-point enter- 
prises decreased compared to the previous year, some comrades have become skepti- 
cal of Sichuan's experiments in reforming the economic systems. Considering this 
in relation to the serious fiscal deficits, inflation and price rises in our 
country, some people even wonder whether these latent dangers are due to inappro- 
priate reforms. Meanwhile, we have considered these problems and found that 
although some defects in the specific methods of r:form did exist, the overall 
orientation is correct and the main trend is good. Therefore, we need to clear 
up some views. 


First, on the Criteria for Evaluating the Results of the Reform of Our Economic 
Systems 


How good are the results of the reform of our economic system? Since last year, 
we have been assessing the results by three indicators, namely, output value, 
realized profits and profits turned over to the state. These criteria are 
undoubtedly correct (of course, not absolutely correct) in normal circumstances. 
However, in a situation of economic readjustment, there is a problem that some 
conditions are not comparable. Considering the changes in our principles 
governing construction, these several criteria alone are also inadequate. In 
1979, when we readjusted our economy, some enterprises were faced with the prob- 
lem of the lack of production tasks and demand for their products. Then, some 
trial-point enterprises took advantage of their expanded autonomy to “seek out 
rice to put in their pots" and market their own products, so that they could 
achieve substantial growth in all three targets. However, by 1980, for one 
thing, the problem of lack of production tasks for the trial-point enterprises 
deteriorated; the tasks assigned by the state to some trial-point enterprises 
with high profit rates in relation to their output value, in particular the 
metallurgical, machine building and chemical and pharmac itical enterprises, 
amounted to only 30 to 50 percent of their production capacity. It became 
increasingly difficult to "seek out rice to put in their pots” by relying on 
their original products. For another thing, the energy resources shortage 
began to develop into a crisis, so that even the limited number of production 
tasks were affected. Consequently, the enterprises were forced to reduce or 
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even stop the production of old products, vigorously change the composition of 
their products, produce new varieties and improve the economic effect to comply 
with social needs. Thus, the enterprises’ output value and profits dropped, 

but they have embarked on a new road of development. For example, the year 
before las*, the Chengdu Measuring Instruments and Cutlery Factory mainly pro- 
duced prestigious products with high output value and profits. However, because 
of blind production and inadequate demand for its products, the value of over- 
stocked products amounted to one-fourth of the value of its total output that 
year. Last year, the factory changed its policy of operation, and despite a 

20 percent drop in output value and a 21.98 percent drop in profits compared 

with 1979, because it developed more than 100 new products urgently needed by 
society, it was able to sell all the products it produced last year. Consider 
another example, the Ningjiang Lathe Factory. In 1979, a very large proportion 
of its products were products which yield a high profit rate, such as jig borers. 
Last year, tasks to produce such products were cancelled, and tasks to produce 
instrument machine tools, which require a great deal of working time and bring 
about low profit rates, increased drastically. The fulfillment of orders for 
these newly produced products will stretch into 1982. However, the profits 

have been smaller than those of the previous year. Yet another example is the 
Chengdu Seamless Steel Tubes Factory. Im the past, it maialy produced large- 
bore, thick-walled tubes. The year before last, there was a problem that such 
tubes were unmarketable. Last year, the plans assigned by the state provided 

for an output which amounted to only 41 percent of its production capacity. It 
resolved to alter the composition of its products, and therefore dre. 5 million 
yuan from its retained profits to develop new product varieties. Consequently, 
the output of small-bore tubes and thin-walled tubes incrcased by 100 percent 

and 460 percent respectively over the year before last. It also carried out the 
trial manufacture of casing pipes anc drill pipes for oil extraction. Last 

year, it produced 210,000 tons of steel tubes, of which only 0.37 percent did not 
satisfy the requirements of contracts. These examples illustrate that because of 
our large-scale economic readjustment, the external conditions for the enterprises 
have changed drastically, giving rise to many factors which make comparison 
impossible. To use mrely three indicacors to make comparisons with the previous 
year in evaluating the reform of our economic systems is not only unscientific, 
but is also not absolutely compatible with the orientation cf our reforms, namely, 
to make the running and management of the enterprises change over from some work 
done simply to fulfill state plans to some work done to satisfy the people's 
material and cultural needs--a new path for us to embark on. Therefore, to 
evaluate the results of our reforms of economic systems, we should not only 
notice the rate of economic growth, but should also look at the extent to which 
social needs are satisfied and the magnitude of social economic benefits. It is 
particularly necessary for us to do so during a period of major economic readjust- 
ment, when principles of our construction are changing. If the enterprises’ 
products are marketable and can satisfy the people's needs, and if new products 
are continually supplied in response to market changes, then even if the 

economic growth rate is falling or even becomes negative, we should think that 
the enterprises have achieved great success and should commend them. It is 
because this reflects a qualitative change in the policies concerning the 

running of enterprises, which results in much greater material benefits for the 
people than if the growth rate is very high but the products are overstocked 
because they are unmarketable. 
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Second, the Problem of Expanding Reproduction by Relying on the Enterprises’ Own 
Funds 


The leading comrades of the party Central Committee have pointed out that in the 
future, our national economic development wiil not rely mainl; on extending the 
scale of capital construction, but will rely on bringing the role of the existing 
enterprises into play. This is a very importaat strategic decision. Bringing 
the role of the existing enterprises into play involves not only strengthening 
the running and management of the enterprises, but also the important tasks of 
tapping their potential, renovating and restructuring them and expanding repro- 
duction. Should tapping their potential, renovating and restructuring them be 
effected by relying on state investment, or by letting the enterprises use their 
own funds and requisite bank loans? Sichuan's practical experience over the past 
2 years has proved that we should adopt the latter method. Although in the past 
we also tried to transform old enterprises, however, because investment, mate- 
rials, equipment and construction workers wcre all subject to centralized state 
planning and the enterprises’ initiative was not brought into play, there was 
still a great deal of waste and results were not satisfactory thovgh economic 
results were better than if new enterprises were built. Since greater power was 
assigned to the enterprises last year, the work of tapping their potential, 
renovating and restructuring them has been closely integrated with the enter- 
prises’ economic benefits and they have taken their own business into their own 
hands, practiced careful calculation and strict budgeting in their investment, 
tried all means to economize on materials and equipment, allocated construction 
workers iaternally, and strived to complete projects in the shortest possible 
time. To make sufficient funds available for transformation, the workers of 
some enterprises voluntarily suspend the repair of their living quarters and the 
distribution of bonuses to overcone difficulties. Some comrades have estimated 
that compared with relying on state investment, tapping enterprises’ potential, 
renovating and restructuring them by relying on the enterprises’ owa strength 
will reduce the amount of funds needed by one-third, and will result in faster 
completion of projects. If the enterprises have their own funds as well as the 
power to tap their own potential, renovate and restructure themselves, will this 
lead to duplicate construction, duplicate production and extension of the capital 
construction front? Such phenomena will be possible, but not inevitable. If we 
strengthen state control over and comprehensive equilibrium in the enterprises’ 
investment, as well as institute necessary procedures in granting permission and 
carry out administrative intervention, we will be able to solve these problems. 
Judging from how the enterprises have tapped their own potential, renovated and 
restructured themselves over the past 2 years to expand enterprise autonomy, 
relatively larger projects undertaken in Sichuan have basically been necessary. 
Duplicate construction has not been mainly due to expansion of enterprise 
autonomy, but has been due to sharing of financial responsibility for under- 
taking whole tasks between two levels, and due to blindness in developing 
enterprises run by communes or production teams. 


Third, the Problem of Vitality Versus Disorder 


Our reforms have enlivened the economy, but have also led to some disorder. For 
example, speculation, profiteering and violation of laws or discipline are on the 
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imcrease. Even some capitalist things have emerged. How should we view these 
problems? I think that if we want the reforms, these problems will inevitably 
emerge, because the prerequisite for our reforms is to admit that our economy 

is a planned socialist commodity economy, and an important orientation of our 
refcrms is to vigorously develop the production and exchange of commodities and 
t. fully bring the role of regulation by market mechanism into play under the 
guidance of state planning. Therefore, certain defects of the commodity economy 
will emerge, and it is not surprising that those problems should occur. Our 
policy is that we must enliven the economy, and must also control those problems 
and curb them when necessary. The current problem is that we have not tackled 
them at all, or we have tackled them in a rigid way, thus reverting to the 
beaten track. These two erroneous tendencies must be corrected. 


Fourth, Should the Enterprises Under the System of Ownership by the Whole People 
Assume “esponsibility for Their Own Profits and Losses? Can They Assume Responsi- 
bility for Their Own Profits and Losses? 


Both the theoretical circles and the departments respons‘ble for practical work 
have debated this question. I think that it is objectively inevitable that enter- 
prises under the system of ownership by the whole people, as relatively inde- 
pendent producers of commodities, will have to assum responsibility for their 
own profits and losses within certain limits and to a certain extent in their 
operation and management. (This is called a profit and loss responsibility 
system.) All enterprises should take this road. Otherwise, the problem of 
eating out of a big pot will never be solved. Although in Sichuan there are 
only five enterprises assuming responsibility for their own profits and losses 
on a trial basis, they are showing the way. ‘I> the past, we said that these 
enterprises enjoyed favorable conditions, were not typical and could not demon- 
strate the superiority of assuming responsibility for one's own profits and 
losses. Recently, I have seen these five enterprises’ economic achievements 
during the firsc quarter of this year: an 11.8 percent growth in output, 4 

21 percent growth in profits and a 37.4 percent growth in the sum of the three 
categories of taxes paid to the state. I think we must change our view about 
these five enterprises and study their experiences in depth. Firsc, two of these 
enterprises have been assigned an adequate number of tasks, their supply of raw 
materials and other materials has been insured, and their profit rates are also 
high. They can justifiably be called “fat enterprises." However, two other 
enterprises are in a different situation. Last year, the planned tasks assigned 
by the state to the electric wire factory amounted to only 11 percent of its pro- 
duction capacity, and this year the situation has been worse. The state-plaaned 
tasks for the Xinan Electrical Appliances Factory have been maintained at some 
40 percent of its production capacity, and it must always seek tasks by itself 
to utilize the rest of its production capacity. Can we say these two [?are "fat] 
enterprises." The planned profit target for the First Sichuan Cotton mill set 
early last year was 45 million yuan, but in July the staff and workers’ congress 
resolved to raise the target to 50 to 55 million yuan. The actual profits turned 
out to be 60 millicn yuan, a nearly 100 percent increase over the previous year. 
Similar things happened to the Chongqing Watch and Clock Company. Such a great 
achievement cannot be explained simply by saying that they are "fat enterprises." 
We must acknowledge the important role of assuming responsibility for one's own 
profits and losses. 
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It. Some Problems in Our Reform of Economic System 


The reforms in Sichuan over the past 2 years have not been perfect. There have 
been a series cf problems which we must solve. The three major problems are as 
follows. 


(1) Im Enlivening Microeconomics Macroeconomic Guidance Has Not Shown Correspond- 
ing Progress 


Increasing enterprise autonomy, practicing regulation by market mechanism and 
launching competition have played a positive role in encouraging the enterprises 
to produce marketable products and improve economic effect so as to satisfy the 
materials and cultural needs of all members of society. However, because the 
enterprises have independent economic interests of their own, their interests 
are prone to conflict with those of the stat2. At present, there are four 

main problems: First, not following state plans in carrying out production; 
second, duplicate construction; third, lavish distribution of bonuses; and 
fourth, extending the range of products sold by the enterprises themselves. 

We must take measures to solve and prevent these problems. However, we must 
definitely not severely restrict the enterprises’ production and business 
activities again as a solution. Instead, while continuing to enliven the enter- 
prises, we should also mainly strengthen macroeconomic guidance and integrate 
the enterprises’ interests with those of the whole sociery For example, the 
enterprises may be allowed to independently carry out production and business 
activities, but they musi not swerve from the orientation of production stipu- 
lated by the state, and must fulfill the plans assigned by the state. The 
enterprises may be allowed to use their own funds to carry out expanded repro- 
duction which is closely related to simple reproduction, but the orientation of 
their investment must be in line with the needs of national development, and must 
be subject to the permission and requirements of comprehensive equilibrium stipu- 
lated by state planning bodies. If an enterprise is making profits, it may 
increase bonuses for its workers, but it must not surpass the total growth in 
wages stipulated by the state. The means of production and means of subsistence 
must be circulated through many channels and the enterprises may sell some 
products themselves, but the state commercial agencies and goods and materials 
handling departments will always remain the main channel of circulation. To sum 
up, the enterprises’ production and business activities must satisfy these two 
conditions: compatibility with the enterprises’ own economic interests, and 
compatibility with the state's interests. It is very difficult to solve these 
problems. To tackle them, we must formulate correct policies, adopt appropriate 
economic measures and rely on rigorous economic legislation and supervision. 


(2) Some Stipulations and Methods of Handling the Relationship Among the 
State's, the Enterprise's and the Staff and Workers’ Interests Have Been 
Inappropriate 


Last year, when we were formulating the method whereby total profits are shared 
between the enterprises and the state, we inappropriately put forward the slogan: 
"Safeguard vested interests." In our trial-point methods, we incorporated 20 
percent of the enterprises’ original share of surplus profits into the basic level 
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of the enterprises’ share of profits, so that some enterprises whose profits 
have decreased still retain a large share of profits while state revenue is 
reduced. This is irrational. The slogan of safeguarding vested interests is 
erroneous, because: 1) With inequality in the enterprises’ external conditions, 
such as prices, the vested interests of some enterprises have not been acquired 
through the enterprises’ own efforts. Such vested interests must not be safe- 
guarded. 2) Circumstances are always changing. When the profits of some enter- 
prises fall, their income should correspondingly fall. The vested interests must 
not be safeguarded. Therefore, we must certainly change this method. However, 
because we declared we would not change it for 3 years, we have resolved to 
temporarily put off any changes. Nevertheless, we must clearly explain this 
issue to the enterprises. 


(3) There Is Grave Inequality in the Enterprises' Economic Hardships and Bene- 
fits. We Have Not Yet Found a Correct Solution to This Problem 


The emphasis of our reforms is on increasing the enterprises’ power. However, 
we have not concurrently carried out reforms trade by trade. This is a short- 
coming. If our reforms are on the basis of individual trades, then through 
internal pricing, we may regulate the inequality among various enterprises in 
the same trade, and may even practice centralized planning, arrangement and use 
of funds within the domain of an individual trade in tapping the enterprises’ 
potential, renovating and restructuring them, so that auplicate producticva or 
construction may be avoided. 


III. Some Tentative Ideas About Carrying Out Reforms in the Course of Readjust- 
ment 


Our overall view is that during readjustment, readjustment and reform must sup- 
plement each other. We should vigorously carry out all reforms that are favor- 
able to readjustment. Otherwise, we will not be able to achieve the aims of 
readjustment. From the long-term point of view, the steady and coordinated 
development of our national economy will depend on the establishment of new 
economic systems which are compatible with our national condition. If we do not 
vigorously and steadily reform our economic systems, or if we even revert to old 
practices, our cause of the four modernizations will not develop smoothly. 


We initially envisage the following several measuces of reform: 


(1) Simultaneously Continue To Fnliven Microeconomics and Strengthen Planned 
Guidance Over Macroeconomics 


We hold that we should persist in and safeguard whatever reforms have been proved 
to be correct and effective in practice over the past 2 years. At the same time, 
we must adopt many solutions to solve the problems emerging in the enlivening of 
microeconomics, instead of allowing these problems to exist. Strengthening 
macroeconomic guidance should be interpreted in the broad sense. It embodies 

at least five things: 1) Macroeconomic guidance embodies guidance over formu- 
lating both directive planning and guidance planning. We must both formulate 
annual plans and firmly grasp the formulation of wedium-term and long-term plans. 
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In the initial stages of our reform, both directive planning and guidance plan- 
ning should coexist and must be integrated with various economic means. 2) It 
embodies guidance over using economic ievers. That is, we must fully exploit 
the role of pricing, taxation and interest rates to guide and promote micro- 
economics in the orientation stipulated by the state in matters of economic 
interests. 3) It embodies guidance over supplying market information. Under 
the conditions of a commodity economy, market information is very important. 
The enterprises and leading economic bodies at all levels should establish 
special agencies and sssign special personnel to take charge of matters related 
to market information, so that in the near future, we may be able to supply 
economic information concerning various industries or products to the enter- 
prises, just as meteorological observatories issue weather forecasts. 4) It 
embodies establishing a normal economic order through economi~ legislation, 
management and supervision. We should begin with formulatirg provisional 
management regulations, then proceed to formulate formal regulations, and 
finally enact laws through the NPC on the basis of summing up experiences. 

5) It embodies any necessary administrative intervention, which refer to admin- 
istrative decrees concerning certain particular matters. Such decrees will 
permit certain things to be done and prohibit other things from being done. 

For example, the resolution to freeze commodity prices promulgated by the State 
Council belongs to this category. Administrative intervention should be adopted 
as infrequently as possible. 


(2) Consolidate and Improve the Results of Expanding the Enterprises’ Power, 
and Further Promote the Advancement of Expansion of Power 


The enterprises must make the transition from retaining part of their profits to 
assuming responsibility for their own profits and losses (or profit and loss 
responsibility system). Different methods may be adopted by different enter- 
prises in the light of their different circumstances. Large and medium-sized 
enterprises under the system of ownership by the whole people should gradually 
change over to a profit and loss responsibility system if conditions favor their 
adopting this system. The other enterprises shov'‘ adupt cither a system of 
retaining part of their profits or an enterprise c<unds system. If we can 
gradually accomplish these changes within several years, then we will be able 

to free the enterprises from the old system of eating out of a big pot and enable 
them to achieve greater economic benefits. 


(3) Vigorously Promote Reorganization and Integration of Enterprises 


To reorganize the industrial enterprises according to the principle of coordina- 
tion among specialized units and to promote the integration of these enterprises 
constitute an important ingredient of our current readjustment work and of our 
reforms. We must rely on key cities and make plans for industrial enterprises 

in and around these cities (including military industrial enterprises). Then, 

by means of coordination, we will formulate overall plans for the whole province. 
Reorganization plans will be established following dialectical analysis and 
theoretical proof of feasibility as well as the making of comparisons. Such 
plans will be implemented, and relevant organization work will be carried out, 
after they have been approved. When various conglomerates have been formed via 
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reorganization and integration, we may consider using these conglomerates, which 
will by nature be organizations formed on the basis of individual industries, to 
practice management and coordination. However, by relying on key cities, we must 
not cause the enterprises to be brought under lower administrative levels, or cause 
management to be divided up among separate local authorities. 


(4) Rectify and Reform Management of Existing Enterprises 


Here we should follow three principles. 1) According to the principle of a com 
modity economy, enterprise management must comply with the requirements of the law 
of value, so that the running and management of enterprises will change over as 
speedily as possible from eating out of a big pot to independent accounting and 
assuming responsibility for one's own profits and losses. 2) According to the 
principle of socialized large-scale production, we must comply with the require- 
ments of socialized large-scale production and as soon as possible establish a 
system of job responsibility governing factory managers, a system of directing 
production whereby factory managers exercise leadership and a system of job 
responsibility governing various categories of personwel at various levels. We 
must conscientiously strengthen basic enterprise management work, such as keeping 
original records, calculation, management by quotas and so on, so as to lay a 
foundation for scientific management. 3) According to the principle of socialisa, 
to rectify and reform the management of existing enterprises, we must fully bring 
the superiority of socialist enterprises into play. The three most important 
things are: 1) we must earnestly transfer the power of making decisions on major 
enterprise affairs to the staff and workers’ congresses, so that the staff and 
workers will really become the masters of their own house; 2) wv must sum up 
experiences, carry out political and ideological work by means of scientific 
methods, and continually raise the staff and workers’ consciousness; and 3) by 
means of various responsibility systems, we must link staff and workers’ income 
to the fruits of their labor, overcome egalitarianism in distributing bonuses, 
and practice [words indistinct] can only be testified or disproved by practice. 


CSO: 4006/421 
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ECONOMIC PLANNING 


BRIEFS 


HUNAN COMMERCE CONFERENCE--The Hunan Provincial CCP Committee and the Hunan 
provincial people's government held a provincial commercial work conference 
recently in Changsha. The conference discussed how to support production, 

expand sales, stabilize prices and invigorate the market. The conference was 
attended by more than 500 people including comrades responsible for financial 

and commercial work in the prefectures, municipalities and counties. Responsible 
persons of the provincial party committee, the provincial people's congress 
standing committee and the provincial people's government, Wan Da, Liu Fusheng, 
(Ji Zhaoqing), Cao Wenju and Shang Zijin, spoke at the conference. [0W200555 
Changsha Hunan Provincial Service in Mandarin 1100 GMT 14 Jul 81] 


CSO: 4006/421 
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AGGREGATE ECONOMIC DATA 


NATIONAL AGGREGATES 


[The following selected national aggregate economic data have been extracted from 
In the abbreviations below, GVIO stands for 


"gross value of industrial output" and GVAO stands for “gross value of agricul- 


various press sources as indicated. 


tural output"] 





Item Increase 
Light industry 11.62% 
Industrial fixed assets 26-fold 
Raw coal (wt) 8 .4-fold 
Electric energy production (kwh) 40-fold 
Machine industry 53-fold 
Import/export total 7.7-fold 
GVIO (average annual) 19.62 
GVAO (average annual) 4.8% 
Industrial fixed assets 3-fold 
GVIO 11.2-fold 
Commodity turnover 9 .48-fold 
Postal-telecommunications service 1l-fold 
Electric power 28-fold 


GVIO 


GVAO 
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Value in 
billion 
yuan 


Date; or 


period of 
comparison _ 





12.52 


410 


127 


10.8 


42.8 


81:80 Jan-Jun 


1980:1952 


1980 :1952 


1980:1952 


1980 :1952 


1980 :1952 


1953-1956 


1953-1956 


1966 :1956 


1953-1978 


1953-1978 


1953-1978 


1953-1978 


1949 


1949 


Source 


1 


1 





Value in Date; or 











billion period of 
Item Increase —_ yuan comparison Source 
Industrial fixed assets 12.8 1949 ” 
GVIO 41.5-fold 459.1 1979:1949 4 
GVAO 2.7-fold 158.4 1979 :1949 4 
Industrial fixed assets 25-fold 328 1979:1949 4 
National income 7-fold 337 197931949 4 
Average annual industrial output 13% 1950-1979 4 
Average annual agricultural output 4.5% 1950-1979 4 
GVIO (average annual increase) 34.82% 1950-1952 5 
GVAO (average annual increase) 14.1% 1950-1952 5 
GVIO (average annual increase) 18% 1953-1957 5 
Light industry 6.522% 9.021 81:80 May 6 
millicn 


FOOTNOTES 
1. Beijing RENMIN RIBAO, 7 Jul 81, p 1 
2. Chengdu SICHUAN RIBAO, 1 Jul 81, pp 1-2 
3. Beijing JINGJI GUANLI (ECO’)OMIC MANAGEMENT), No 3, 15 Mar 81, p 1% 
4. Beijing JINGJI YANJIU (ECONOMIC RESEARCH), No 4, 20 Apr 81, p 30 
5. Tianjin TIANJIN RB13A0, 9 Jun 81, p 3 


6. Beijing GONGREN RIBAO, 12 Jun 81, p l 


CSO: 4006/402 


38 











AGGREGATE ECONOMIC DATA 


PROVINCIAL-LEVEL AGGREGATES 


[The following selected provincial-level aggregate economic data have been 
extracted from various press sources as indicated. 


GVIO stands for "gross value of industrial output") 








Province Increase 

Guangdong GVIO: 10.9% 
Light industry: 16.9% 

Shandong GVIO: 3.452% 
GVIO: 3.49% 
GVIO: 3.37% 
Light industry: 18.152 

Sichuan GVIO: 2.3% 
GVILO: 3.82 
Light industry: 9.2% 

Hubei GVI1O: 4.13% 
Light industry: 14.1% 

Tianjin GVIO: 4.5% 
Light/textile industry: 13.3% 
GVIO: 28.7-fold 
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Value in 
million 
yuan 


Date; or 
period of 


comparison 


In the abbreviations below, 


Source 








9,256 


10,226 


652 
19 , 396 


81:80 Jan-Apr 


81 (May/Apr) 
81:80 May 
81:80 Jan-May 
81:80 Jan-May 
81 (Apr/Mar) 
81 (May/Apr) 
1981:1980 


81:80 Jan-May 


81:80 Jan-Jun 
81:80 Jan-Jun 
1980 :1949 


1949 
1980 





Value in Date; or 











million period of 
Province Increase yuan comparison Source 
Tianjin Light industry: 16.9-fold 1980 :1949 7 
10,313 1980 
577 1949 
Heavy industry: 120-fold 1980-1949 7 
75 1949 
9,083 1980 
Capital construction investmert 898 First 5-Year 7 
Plan 
7,150 Fifth 5-Year 7 
Plan 


FOOTNOTES 
1. Guangzhou NANFANG RIBAO, 21 May 81, p 1 
2. Hong Kong CHING-CHI TAO-PAO, 3 Jun 81, p 8 
3. Jinan D*‘H G RIBAO, 7 Jun 81, pl 
4. Chengdu SICHUAN RIBAO, 8 Jun 81, p 1 
5. Wuhan HUBEI RIBAO, 10 Jun 81, p 1 
6. Beijing RENMIN RIBAO, 4 Jul 81, p 1 


7. Tianjin TIANJIN RIBAO, 26 Jun 81, p l 


CSO: 4006/402 
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FINANCE AND BANKING 


BRIEFS 


HEILONGJIANG, ANHUI TAXATION--Beijing, 18 Jul (XINHUA)--By the end of June 
Heilongjiang and Anhui Provinces had already fulfilled over one-half of their 
annual tax collection plans. The amount of taxes collected by Heilongjiang 
during the first half of the year exceeded that of the corresponding period for 
last year by over 47 million yuan, or 5.1 percent. Of the amount of taxes 
collected by Anhui during the same period, 52.4 percent--or 7 percent more than 
the same period last year--came from the light and textile industries and daily 
consumer goods industry. The fairly successful accomplishment of these two 
provinces’ tax plans can be attributed to their intensified efforts in tracking 
various types of tax evasion. [OW221654 Beijing XINHUA Domestic Serwice in 
Chinese 1217 GMT 18 Jul 81] 


QINGHAI CURRENCY WITHDRAWAL--In the first 6 months of 1981, Qinghai Province, 
instead of putting 5 million yuan into circulation, which is a limit set by the 
state, withdrew 6.91 million yuan of currency from circulation. This amount is 
12.64 million yuan more than that in the corresponding 1980 period. This indi- 
cates that the national economic readjustment has achieved initial success. 
{SK121400 Xining Qinghai Provincial Service in Mandarin 1100 GMT 11 Jul 81] 


CSO: 4006/421 
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ENERGY 


BRIEFS 


GUANGDONG LIQUEFIED PETROLEUM GAS--The Guangdong Maoming Petroleum Industrial 
Company exports liquefied petroleum gas to Macao, It is welcomed by the people 
there. Since 1980, the company has exported more than 1,000 tons of liquefied 
petroleum gas to Macao, worth $260,000 in foreign exchange. Liquefied petroleum 
gas is an ideal gas for civil use in urban areas. To produce more liquefied 
petroleum gas, the Maoming Petroleum Industrial Company has installed more 
facilities to improve the operation of production. In the first 5 months of 
1981, the quotas for production and export of liquefied petroleum gas have been 


fulfilled. [Guangzhou Guangdong Provincial Service in Mandarin }000 GMT 
22 Jun 81 HK] 


HUNAN POWER GENERATION--During the first half of 1981, Hunan generated 

9.8 billion kwh of electricity, fulfilling 51.9 percent of its 1981 annual 

target and marking an increase of 2.7 percent compared to the same period in 

1980, It also exerted strenuous efforts to sive coal in generating electric 

power. As a result, it saved 29,700 dun of ccal during the first 6 months 

7 1381. — Changsha Hunan Provincial Service in Mandarin 1100 GMT 
Jul 81 OW 


NATIONAL HYDROELECTRICITY DISCUSSION---The national academic discussion on increas- 
ing the economic effect of the small hydroelectricity stations was held in Yangshan 
County in Guangdong Province from 1 to 9 June. Engineers and technicians engaged 
in research in small hydroelectricity stations, experts and scholars of universi- 
ties, colleges and scientific research units and responsible comrades of depart- 
ments concerned from 25 provinces, municipalities and autoncmous regions-~some 
140 people altogether--attended. The representatives listened to the experience 
of the county in strengthening scientific administration and increasine the 
economic effect in the small hydroelectricity stations and to the experiences 

of other localities. They discussed the special subject of increasing the 
economic effect in the small hydroelectricity stations. [HK260916 Guangzhou 
Guangdong Provincial Service in Mandarin 2330 GMT 14 Jun 81] 


cso: 4006/421 
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MINERAL RESOURCES 


BRIEFS 


TITANIUM WHITE PRODUCTION-—--Beijing, 22 Jul (XINHUA)--Scientists at the Institute 
of Chemical Engineering and Metailurgy, the Institute of Dynamics and the Tianjin 
Chemical Works have succeeded in trial-producing an industrial pigment, rutile 
titanium white, for the first time, according to the Department of Chemistry of 
the Chinese Academy of Sciences. The pigment, under development since 1975 by a 
staff of 30 scientists, is used in the production of synthetic fibers, paper, 
plastic articles, rubber, ceramic ware, paint and printing ink. Previously, 
China, though rich in titanium resources, had to import the pigment, the produc- 
tion of which requires complicated technology. The titanium white is now being 
used in several paint and printing ink factories in Tianjin, Beijing and Dalian. 
A plant for semi-industrial production is being built in Tianjin. [Text] 
([0W221839 Beijing XINHUA in English 0212 GMT 22 Jul 81] 


CSO: 4020/231 
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INDUS TRY 


"JINGJI GUANLI' ON PHOSPHATE FERTILIZER PLANT 


HK300906 Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 6, 15 Jun 81 
pp 27-28 


[Article by the Economic Commission of Mianyang Prefecture of Sichuan Province: 
"“Enterp-ises Responsible for a Task Until Its Completion and With Limited 
Profits Should Also Have Their Power Expanded"--Learning from the Jingyang 
Phosphate Fertilizer Plant assuming responsibility for a task until its comple- 
tion and with limited profits--slantlines denote boldface] 

[Text] In the reform ~ the economic management system, expanding the decision- 
making power on a tri — basis of those enterprises which have great profits has 
been vroved by practice to be correct in its orientation. No unified thinking 
up till now has been reached on the matter whether or not enterprises with 
limited profits should also have their decisionmaking power expanded. The prac- 
tice of the Jingyang Phosphate Fertilizer Plant in the past year shows that the 
decisionmaking power of enterprises with limited profits should also be expanded. 


What Was the Basis for the Losses in the Past 8 Years? 


The Jingyang Phosphate Fertilizer Plant has net fixed assets of 2.83 million yuan 
and a total of 446 staff members and workers. After operating for 14 years and 
due to abnormal production, it incurred losses for 8 years running, with a total 
of 810,000 yuan in losses. The losses incurred in this enterprise did not mean 
that its leadership, staff members and workers had not worked hard, rather, ‘t 
was the result of excessive and rigid control of the present management system. 


/1) The excessive and rigid control of planning bound the enterprise hands and 
feet, thus the staff members and workers lacked initiative and enthusiasm./ The 
planning for the production and marketing of products was passed down to the 
enterprise by the higher authorities in a unified way and the latter had to 
organize the production and sale of its products according to the instructions 
from the higher authorities and was not in a position to make any complementary 
plans of its own. All profits were handed over and all losses were made up by 
the higher authorities. Even if the enterprise had to stop production for 6 
months of the year, everybody still "felt at ease and justified." 


/2) Since the materials were under unified control, the enterprise was unable 
to carry out regulation by market mechanism./ The main raw materials needed for 
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production such as sulphuric acid and phosphorus ore were under unified planning 
and distribution as well as allocation. The supply of sulphuric e-id had con- 
tinuously fallen short of demand. The enterprise required large quantities of 
powdered phosphorus ore, instead it was supplied with a mixture of powder and 
stone. The enterprise once joined with other similar enterprises to organize 
their own supply of sulphuric acid and phosphorus ore, but they were branded as 
“organizing a reckless and thoughtless cooperative and as taking the capitalist 
road." Thereby, forcing these enterprises to “live within the state plan." 


/3) The equipment of departments of the enterprise did not form a complete set, 
thus the epterprise was producing under its capacity./ When a discontinued 
cement plant was rebuilt into a phosphate fertilizer plant in 1965, only one 
set of ball-type grinding equipment and industrial chemical equipment with the 
capacity of producing 60,000 tons of calcium bicarbonate [pu gai 2528 6862] per 
year were installed without the necessary supplementary complete sets of equip- 
ment for producing sulphuric acid. As a result, the phosphate fertilizer plant 
had to consistently seek a supply of sulphuric acid. The supply of sulphuric 
acid has fallen short of demand for a long time in our country. Coupled with 
the serious corrosion of equipment, the enterprise, operating under capacity, 
suffered great economic losses. This is the importent reason why losses were 
incurred in the plant. 


Why Could 300,000 Yuan of Profits Be Made in 1980? 


The Jingyang Phosphate Fertilizer Plant was provided with 2,669 tons of sulphuric 
acid in 1980 according to the state plan, and was asked to produce 7,000 tons of 
sulphuric acid within the plant. These two combined amounts equaled less than 
half of the annual volume of consumption of the plant. In addition, the supply 
of phosphorus ore according to the state plan was still a mixture. If the enter- 
prise continued to “live within the state plan,” it would have continued to 
suffer losses. For this reason, the enterprise's departments responsible for 
production work and the financial department concerned met and decided that the 
Jingyang Phosphate Fertilizer Plant could “assume responsibility for a task until 
its completion and with limited profits. Accordingly, it should hand over 
30,000 yuan of its profits to the higher authorities, retain that part of profits 
in excess of che plan for its own use, which can be used for tapping, innovating 
and transforming the enterprise. In the event it failed to hand over the profits 
originally agreed upon, it will pay interest on this portion of the outstanding 
account to the financial department concerned and its staff and workers would not 
be in a position to receive bonuses. Meanwhile, the plant was to be given speci- 
fic decisionmaking power in production and management.” Through practice in 
1980, it achieved the best results since it went into operation 14 years a,o, 
thus removing the label of incurring losses for 8 years running from itself. 

The annual output of calcium bicarbonate was 52,500 tons, a gain of 34,700 tons 
over 1979, or an increase of 162.6 percent over the 1980 state-assigned quota. 
The plant made 300,000 yuan in profits, and handed over 36,300 yuan of its 
profits to the higher authorities, 6,000 yuan more than was originally agreed 

to be handed over. This “assumption of responsibility” for a task until its 
completion and with limited profits integrated economic responsibility with 

the economic interests of the plant and of its staff and workers. In fact, it 
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is a responsibility system linking the handing over of profits of an enterprise 
to the state. The task of assuming certain economic responsibilities from the 
higher authorities by an enterprise and the economic interests serving as the 
motive force among the departments of an enterprise enhanced the enthusiasm of 
an enterprise and its staff and workers, and helped to achieve improvements in 
production and management in four fields: 


/1. Under the guidance of state planning, production plans were worked out 
according to the principle of production according to sale, thus the production 
level rose remarkably./ 


The calcium bicarbonate in phosphate fertilizer as a commodity supply fell 
short of demand. The counties, cities and the people's communes concerned vied 
with one another to place orders for calcium bicarbonate with the Jingyang 
Phosphate Fertilizer Plant, totaling 45,000 tons in all and constituting 45 
percent of the total output of calcium bicarbonate for the whole district. 

After investigating the market conditions and requesting a supply of phosphorus 
ore and sulphuric acid and in line with the materials allocated according to the 
state plan for producing annually 20,000 tons of calcium bicarbonate, the plant 
worked out an annual plan to actually produce 50,00( tons of calcium bicarbonate. 
Hence the initiative and enthusiasm of the enterprise's staff and workers was 
aroused. Practice has shown that the integration of the unified balance of the 
state plan with the complementary plan of the enterprise in conformity with 

the principle of production according to sale can bring the superiority of the 
socialist system into full play in the production and management of the depart- 
ments of the enterprise. 


/2. The enterprise coordinated planned readjustment and regulation by market 
mechanism by taking the former as the key link, thus utilizing its total 
capacity and raising profits notably. / 


Under the guidance of unified state planning, the enterprise energetically used 
regulation by market mechanism, changed the old practice of “living within the 
state plan” and revitalized its production and management. The planned supply of 
sulphuric acid delivered in the early part of 1980 plus the sulphuric acid pro- 
duced within the plant was less than half of the total needed for production. 

If the enterprise organized production in accordance with this supply of raw 
materials, it would have continued to suffer from losses in 1980. To bring 
about a fundamental change in this situation, the enterprise increased its 
production of sulphuric acid and organized the labor force and went to the 
market for raw materials needed to “feed its machines." Second, it established 
regular contacts with the trades concerned; it formulated and implemented 
product quantity and quality; it set up monthly, quarterly and annual sales 
records; it regulated its storage capacity; and it established a communications 
network with some key sulphuric acid plants inside and outside the province. 
Third, it provided information on its initiative to the enterprises concerned 
on its production capacity, the quantities of sulphuric acid and phosphorus ore 
on hand and its storage capacity and the newly formed communications network. 
Fourth, the plant reported on market conditions and the request it had made to 
the higher authorities and integrated th» overall balance of the arrangements of 
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the higher authorities with regulation by market mechanism, thus forming two 
channels of supply for raw materials. Putting the above-wentioneu measures 
into effect, the Jingyang Phosphate Fertilizer Plant estailished “sister rela- 
tions" with the enterprises concerned in Beijing, Zhuzhou, Lanzhou and Yumea, 
and bought from Zhuzhou 2,747 tons of sulphuric acid which was outside the 
plan. Meanwhile, through the channels of the responsible provincial departments, 
they bought 5,324 tons of sulphuric acid from sulphuric acid plants in Lanzhou, 
Baiyin and Yumen. These two purchases were equal to 193 pwrcent of the planned 
supply by the state or 80 percent of the total output of in-plant produced 
sulphuric acid. At the same time, together with the Qingping people's commune, 
the Banggiao people's commume and Xingyong people's commune as well as the 
commune-run enterprises, they carried out the practice of “\inking up plants 
with enterprises," signed contracts for replenishing their «tock of phosphorus 
ore and bought 14,500 tons of phosphorus ore. By practiciny regulation by 
market mechanism, production registered an increase of 26,0()0 tons, comprising 
50 percent of the total annual volume of calcium bicarbonate outpuc. The net 
increased industrial output value was 2.41 million yuan, resulting in an addi- 
tional 150,000 yuan of profits. The utilization of capacity of the plant was 
190.18 percent higher than in 1979. 


/3. Enterprise management was rectified and strengthened, sound and normal 
production order and work were established, thus product quality improved 
markedly ./ 


Under the unified leadership of the plant's party committee, the job responsibil- 
ity system was carried out among the plant's party secretary, vice party secre- 
taries, directors and deputy directors to every worker. The system of fixed basic 
quotas of labor, materials and funds of the enterprise was rec ified and per- 
fected, and basic managerial work such as record-keeping, accounting and statis- 
tical analyses of enterprise management was rectified and enhanced. Thus normal 
production order and work were restored and strict enterprise labor discipline 
imposed. 


On this basis, leadersvip over quality control was intensified and full scope 
was given to the role of the professional, technical and functivn departments. 
By adopting six measures, the rate of high quality calcium bicarbonate was 99.9 
percent, an increase of 56 percent over the original plan. A number of products 
were upgraded to grade-3 products. 


/4. Energetic efforts were made to rectify equipment and transivrm technology, 
thus the level of technology and the rate of availability of equipment in good 
condition were raised noticeably./ 


To cope with the problems of long-neglected equipment, low rate of availability, 
high rate of leakage, backward technology and techniques, equipmeat unable to be 
formed into a complete set and low production efficiency, the enterprise adopted 
strong measures and achieved good results. 


The enterprise firmly grasped the rectification of equipment, forwlated a 
responsibility system for equipment and rules and regulations for preserving 
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and repairing and for operating equipment. The enterprise cleaned and repaired 
every machine, line, valve and meter according to the standards of equipment 
issued by the Ministry of Chemical Industry. Of the 332 machines within the 
whole plant, 262 machines or 84 percent attained the standards of equipment 

in good condition. The leakage rate of static hermetically sealed points were 
reduced from 5.5 percent to 3.5 percent. 


By utilizing available funds, the enterprise carried out technical transforma- 

tion of the sulphuric acid equipment and achieved good results, thus enhancing 

the equipment capacity for producing 7,500 tons of sulphuric acid annually. In 
1980, the plant was able to produce 10,235 tons of sulphuric [acid], a gain 


of 2,735 tons over whet had previously been thought of as the equipment's 
capacity. 


CSO: 4006/421 
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INDUSTRY 


SHANGHAI BOOSTS PRODUCTION UY ELECTRIC APPLIANCES 
04270724 Beijing XINHUA in Englisi: 9701 GMT 27 Jul 81 


[Text] Shanghai, July 27 (XINHUA)--Shanghai, China's leading industrial city, 
is expected to double the production of television sets in 1985 with an annual 
output of 1.4 million, the city's Statistical Bureau said. 


The city produced 700,000 T.V. sets in 1980 and will produce 900,000 this year. 


According to a recent survey of 350 families of various categories conducted by 
the Shanghai T.V. Set Wholesa.e Department, there is one T.V. set every two 
families in this largest Chinese city. 


Apart from meeting its own needs, an official of the Statistical Bureau said, 
Shanghai also supplies its T.V. sets to other parts of the country. 


A survey by the bureau indicates a boom in the production of household electric 
appliances between 1980 and 1985. 


The city will produce 1.15 million electric fans this year, an 8.5 percent 
increase from 1980. The 1985 output will be two to 2.85 million. Almost one- 
third of the city's families own electric fans. 


Output of washing machines will be 40,000 this year, six times as many as 1980. 
An official of the bureau predicts that the production will probably climb to 
350,000 in five years in view of the growing demand. 


Shanghai will produce five million radio sets this year, 35 percent more than in 
1980, he said. Annual output will remain the same through 1985. At present, he 
said, 94.3 percent of Shanghai's urban households have radio sets, and half of 
the city’s 1.46 million rural households also bave sets. 


The increased production will be achieved through new equipment installations and 
the streamlining of existing enterprises. The goods will be sold both in Shanghai 
and throughout the rest of China. 


Following are the figures for other electric appliances’ increases from 1980 and 
the projections for 1985 output: 
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Tape recorders: 159,000, down by 27 percent, and a 1985 output of 700,000. 
Refrigerators: 7,200, up by 80 percent, and a 1985 output of 20,000. 

Electric cookers: 22,000, up by 38 percent, and a 1985 output of 100,000. 
Electric razors: 100,000, up by 28 percent, and a 1985 output of 250,000. 


Electric irons: 890,900, up by six percent, and a 1985 output of 1.55 to 1.58 
million. 


Air conditioners: 1,200, up by 38 percent, and a 1985 output of 9,000. 


cso: 4020/231 
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INDUSTRY 


USE OF SICHUAN CIVIL AIR DEFENSE PROJECTS 
Chengdu SICHUAN RIBAO in Chinese 8 Jun 81 p 1 


[Text] Civil air defense projects have been widely used as production, living and 
service facilities in Sichuan Province where as much as 287,000 m* of space desig- 
nated for civil air defense have been thus utilized, realizing the benefits of in- 
vesting in civil air defense projects. 


In the famous salt-producing capital of Zigong City, an underground city was built 
as a civil air defense project with an area comparable to the actual total area 
occupied by the city's pre-liberation population. This underground city which peo- 
ple have named "the Second City" has a main thoroughfare 10 1i long plus factories, 
schools, shops, exhibit halls, movie theaters, day-care facilities and teahouses. 
Luzhou City's Anfuzhen used an over 8,000 m* civil air defense project to set up 

an “underground recreation area" with various cultural and recreational facilities 
complete with restaurants, snack bars, teahouses, photographic studio and specialty 
shops which provide jobs for unemployed youths. The mountain city of Chongqing, 
often referred to as a “furnace," uses its civil air defense projects to build a 
total of eight cold storage houses in caves and increased the city's fresh meat 
freezing capacity by over 8,000 tons. During the hot summer season, some of the 
city's theaters, production workshops and conference facilities are set up to 
utilize the ccol air from the civil air defense shelters nearby. In northern 
Sichuan, the important town of Nanchong uses its civil air defense projects to 
house a fully equipped 100-bed underground hotel which is very popular with trav- 
ellers. 


CSO: 4006/422 
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INDUS TRY 


BRIEFS 


GUANGDONG INDUSTRIAL OUTPUT--Guangzhou Municipality scored great achievements in 
industrial output in the first 6 months of 1981. There was an increase of 8.9 
percent in gross output value, of which, light industry increased by 13.14 per- 
cent, while heavy industry increased by 1.24 percent. Since 1980, after an 
industrial reorganization, Guangzhou Municipality has united all enterprises to 
produce 10 “fist” products and 58 key products. Wristwatches, bicycles and 
sewing machines increased respectively by 11.49, 14.9 and 15.75 percent. There 
was an increase in the production of electric fans, washing machines, refrigera- 
tors and other commodities. Importance has been attached to readjustment work of 
heavy industry and key industries; the production structure has been readjusted 
in the machinery and electrical trades, and service has also improved. Metal- 
lurgical and chemical industries have vigorously promoted production of raw 
materials which are in short suppiy, thus providing more raw materials for light 
industry production. In the first 6 months of 1981, the rate of increase of 
production of collective industries and enterprises in Guangzhou Municipality 
was higher than that of state-owned enterprises. [HK110712 Guangzhou Guangdong 
Provincial Service in Mandarin 2330 GMT 3 Jul 81] 


GUANGDONG INDUSTRIAL PRODUCTION——-Guangzhou, 10 Jul (XINHUA)--Guangdong's total 
industrial output value for the first half of 1981 rose 11 percent against the 
same period in 1980. The output value registered by light industry in the 
province in the period under review increased 16.9 percent from the correspond- 
ing period last year. According to incomplete statistics, 524 enterprises in 
Guangdong have integrated themselves into 129 joint economic businesses in the 
course of economic readjustment. [0W130555 Beijing XINHUA Domestic Service in 
Chinese 0131 GMT 10 Jul 81] 


GUANGXI TEXTILE INDUSTRY--Over the past 32 years since the founding of the PRC, 
Guangxi region's textile industry system has steadily increased production by an 
average of 20 percent a year. From the founding of the PRC to 1980, the regional 
textile industry system submitted to the state an accumulated capital of 900.8 
million yuan, which was equal to 3.6 times the amount of state investments in 
the same period. The taxes and profits submitted by the regional textile indus- 
try system to the state in 1965 accounted for only 2.47 percent of the region's 
revenue, but the taxes and profits submitted in 1980 represented 12.27 percent 
of the region's revenue. In th’ initial period of liberation, the region's 
textile industry was very backwird and the region had only 20 small textile 
mills with only 260 workers. The total industrial output value was 1.08 million 
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yuan. By the end of 1980, the region had 114 textile enterprises, 63 of which 
were owned by the state, with 55,000 workers. The total industrial output value 
was 729.9 million yuan, some 600 times greater than in the initial period. 
[HK180840 Nanning Guangxi Regional Service in Mandarin 1100 GMT 28 Jun 81) 


JIANGSU TEXTILE INDUSTRY--The textile industry of Jiangsu Province overfulfilled 
its production plan for the first half of 1981. The total output value and the 
total profits increased by 17.19 percent and 16.48 percent respectively, compared 
with the same period of 1980. [(0W221937 Nanjing Jiangsu Provincial Service in 
Mandarin 2300 GMT 19 Jul 81] 


NEI MONGGOL LIGHT INDUSTRY--By the end of Jume Ulanqab League in Nei Monggol 
had fulfiiled 61.49 percent of its annual light industrial output value plan. 
Its light industrial output value was 14.93 million yuan, 41 percent more than 
in the corresponding 1980 period. [SK222354 Hohhot Nei Monggol Regional Service 
in Mandarin 1100 GMT 22 Jul 81] 


GUANGZHOU LIGHT INDUSTRY--Guangzhou Municipality's total light industrial output 
value in the first half of this year was approximately 10 percent more than in the 
corresponding period of last year. The municipality fulfilled some 50 percent of 
its annual quotas for the production of 32 products of the 40 main products, 
including sewing machines, bicycles, watches, batteries and soaps. Output of 
sewing machines, bicycles and watches was from 10 to 15 percent respectively 

more than in the similar period of last year. [HK110712 Guangzhou Guangdong 
Provincial Service in Mandarin 1000 GMT 7 Jul 81] 


HUNAN {NDUSTRIAL MEETING--The Hunan Provincial People's Government on 6 July held 
a provincial telephone meeting on industrial production, urging the workers on 

the industrial front of the province to step up the "increase production, practice 
economy, increase income, reduce spending™ movement and strive for better achieve- 
ments in the second half of this year than the first half so as to realize the 
target: a 4 percent increase in 1981 industrial output compared with the 1980 
record. [0W130555 Changsha Hunan Provincial Service in Mandarin 2300 GMT 

7 Jul 81] 


TIANJIN EXPORT GOODS--Tianjin second light industrial enterprises produced export 
goods worth 455 million yuan during January-June period, an increase of 20.55 
percent over the corresponding 1980 period. In the last 6 months of 1981, 
Tianjin Municipality increased 21 export product varieties and signed contracts 
with countries including Japan, the United States, Canada and West Germany, for 
processing 24 products with export materials, expecting to earn an extra of 5 
million yuan by the end of 1981. [SK192248 Tianjin City Service in Mandarin 
0030 GMT 18 Jul 81) 


HUBEI POWER LINE--China's first 500,000-volt electric power transmission line 
crossing Changjiang River was installed on 18 July. It is 600 km long and 
located between Pingdingshan of Henan and Wuhan of Hubei. [Wuhan Hubei 
Provincial Service in Mandarin 1100 GMT 19 Jul 81 OW] 


HENAN NATIONAL GLASS MEETING--The Ministry of Building Materials and the 
Ministry of Railways recently held a joint meeting in Luoyang Municipality 

on packaging and transport of plate glass. The meeting called on the glass 
factories to reform the backward traditional packaging methods so as to reduce 
the losses incurred in the course of packaging and transport. [Zhengzhou 
Henan Provincial Service in Mandarin 1100 GMT 22 Jun 81 HK] 








FOREIGN TRADE 


SHANGHAI PAPER ON IMPROVING FOREIGN TRADE 
HK310940 Shanghai SHIJIE JINGJI DAOBAO in Chinese No 9, 29 Jun 81 pp 9, 12 


[Article by Ji Chongwei [1323 1504 1218]: "We Should Apply the Theory of 
"Comparative Cost’ To Guide Foreign Trade") 


[Text] Due to our onetime naive belief in closing the country to international 
intercourse and one-sidedly placing overall emphasis on self-reliance, for a 
considerable period of time in our foreign trade workers have become oblivious 
of the possible advantages that the development of foreign trade can bring to 
the national economy and to the people's livelihood. At the same time, the 
guidance of scientific theories has been lacking, and as a result the operation 
and management of foreign trade have been carried out more or less blindly. The 
failure to observe economic laws, the total disregard of production costs and 
forgetting profits and the loss and the neglect of economic results have seri- 
ously affected our nationai economy and the development of our country's foreign 
trade. The 3d Plenary Session of the llth CCP Central Committee adopted the 
important policy of opening up the country economically to international inter- 
course and decided on the guideline, based on independence and autonomy, self- 
reliance, equality and mutual benefit, which calls for strengthening contacts 
with foreign nations both economically and through technology, the vigorous 
development of foreign trade and the active and reliable utilization of fore’ gn 
capital and the introduction of foreign technology. All these are necessary 
measures for speeding up socialist construction. 


However, in our foreign trade work, so far we have not had a definite and clear 
theory to guide us but have adhered to the concept of simply meeting each other's 
needs. Over many years, our foreign trade constituted the mere exporting of 
whatever goods were available in the couutry and the importing of whatever goods 
the country lacked. We seldom made a study of the conditions of the international 
markets, or on whether the composition of the commodities for export and import 
were rational or not, or on how to make use of foreign trade to display the 
advantages and superiority of our economy and to rectify our deficiencies and 
drawbacks. In this way, we lacked a correct strategy and policy to develop our 
foreign trade. In the past, among our country's foreign trade departments and 
ecouomic theorists, influenced by “leftist" ideclogy, an important theory which 
had guided various countries engaging in foreign trade and formulated by the 
capitalist classical economist David Ricardo, namely, the “theory of comparative 
cost,” was categorically refuted and was labelled as a reactionary theory serving 
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the imperialists’ exploitation of their colonies. The theory was thus relegated 
to the forbidden zone, so to speak. More recently, certain comrades among the 
theorists have suggested a renewed evaluation of Ricardo’s “theory of comparative 
cost," with a view to absorbing its scientific inner substance to guide our coun- 
try’s foreign trade. I feel that this is extremely necessary and significant. 


The “theory of comparative cost," also known as the “theory of comparative bene- 
fits," was an important theory brought up by the British capitalist classical 
economist David Ricardo in the early part of the 19th century when he examined 
the international division of labor and international trade. According to this 
theory, a country should export those products whose production it enjoys 
“absolute advantages" (superior or relative advantages) and import those whose 
production it is in an “absolutely disadvantageous" or “least advantageous” 
position. This will be beneficial to the participant nations in international 
trade. Ricardo's theory was formulated on the basis of the “theory of regional 
division of labor" evolved by another British capitalist classical economist, 
Adam Smith. Adam Smith wrote: "If there is any nation that can supply us with 
certain commodities at lower prices than what we can produce ourselves, then it 
is better for us to import them rather than purchase such commodities from our 
departments which are capable of producing them." Nevertheless, while Adam Smith 
saw that a nation should export those commodities whose production it enjoyed 
“absolute advantages," Ricardo asserted that if a nation was not in a position 
of having “absolute advantages" in the production of any two kinds of commodities 
but used that commodity whose production it had the “lesser disadvantages" of the 
two to trade with other countries. it wou.d still be beneficial to the two parties 
concerned. He took for example trade between Britain and Portugal. He pointed 
out that while Britain produced grape wine and woolen yarn both at a less 
advantageous condition than Portugal but that if with the two commodities under 
comparison Britain could produce woolen yarn at relatively lesser disadvantages, 
then both countries could still benefit if Britain would export its woolen yam 
in exchange for grape wine from Portugal. 


Over the past 100 years, many capitalist economists have further interpreted the 
“theory of comparative cost" from various angles but all along they could not 
divorce themselves from the basic concept of Ricardo's “theory of comparative 
cost." Following the continual development of the productive force of a society, 
such factors as scientific technology, enterprise management and culture and 
education have all played an increasingly important role in the development of 

the economy and have also become important factors in production. At present, 
countries in the world are in possession of vastly different kinds of essential 
factors of production. A nation may enjoy economic superiority in respect of 
certain production factors but may be in an inferior position in respect to other 
production factors. For example, the United States enjoys superiority in advanced 
technology but is in a disadvantageous position because of its high wages. Our 
country has plentiful labor power and wages are low. This constitutes an 
advantage but our backward technology and management methods relegate us to a 
position of inferiority. The merging together of these superior production fac- 
tors and inferior production factors give rise to the various types of economies 
now existent in the world, namely, the so-called “labor-intensive” type, "tech- 
nology and knowhow-intensive" type, “resources-intensive" type, “capital-intensive" 
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type, and so on. The disparity in the production factors and the differences in 
the types of economies of the various countries provide the basis for the inter- 
national division of labor and for international trade today. At present, govern- 
ments of various countries, under the guidance of the “theory of comparative cost" 
and based on the concrete conditions of their own countries, are devising various 
kinds of economic and trade policies in an endeavor to strengthen the superior 
position of their commodities for export and to lessen the advantages enjoyed by 
commodities in competition from other nations. Enterprises engaging in inter- 
national trade in various countries are all devoting their utmost efforts to 
build themselves up into a position of superiority for their commodities, to 
investigate the conditions of the world markets, to select the best marketing 
techniques and in this way to formulate theories for “market studies." Under 

the present condition of large-scale industrial production becoming more inter- 
nationalized, the “theory of comparative cost" is playing an even greater guid- 
ing role than before on the development cf the economy and the international 
trade of a nation. At present, if a country wishes to engage in modern large- 
scale production, it must participate in the international division of labor and 
in international trade in order that the raw materials, products, production 
technology, equipment and capital which large-scale industrial production needs 
or it has in excess can have the benefit of reciprocal readjustment among the 
nations of the world. Take for example the case of steel and machine building. 
Even in countries in Europe and the United States and Japan where the iron and 
steel industry enjoy great development, they are unable to reach the stage of 
self-sufficiency in respect to all specifications and varieties of the products. 
On the contrary, they must, in accordance with the provisions of the law of 
value, export on the one hand those products possessing varieties and specifica- 
tions which can demonstrate their countries’ production superiority and on the 
other hand import those products possessing varieties and specifications in the 
production of which they are in an inferior position. This way of mutual 
adjustment benefits all countries concermed. 


The development of international trade can achieve the objective of rapidly 
developing the economy of a nation. This theory has passed the test of actual 
practice in international trade over more than 100 years. Naturally the "theory 
of comparative cost" also has its serious drawbacks. For example, it prescribes 
the formation of the international division of labor to principally the differ- 
ences in natural conditions and overlooks such factors as improvement in scien- 
tific techniques, higher standards of management and greater labor efficiency. 
Moreover, it bypasses the important role played by the trade policies and 
measures adopted by the various countries on the international division of labor. 
At one time the "theory of comparative cost" was utilized by the newly risen 
industrial capitalist class in Britain as basis for the formulation of the free 
trade policy. However, the imperialist monopoly capitalist class made use of 
this theory to support their expansionist policy, tc set up the colonial systen, 
to make the backward nations bases to supply them with raw materials and markets 
for the sale of their goods, and to earn high profits by means of this unequal 
system of international division of labor. This was one aspect of the “theory 

of comparative cost" as used by reactionary imperialism. But being a scientific 
theoretical weapon, it can just the same be used by us to serve the independent a 
and autonomous economic policy of our country. We cannot, because it was made 
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use of by imperialism, refute its scientific and rational aspects. If only our 
country can firmly insist on the guideline of independence, autonomy, equality 
and mutual benefit, put foreign trade under unified management and control, and 
fully display the superiority of socialism, we can still make use of the 

rational inner substance of the "theory of comparative cost," and actively take 
part in the international division of labor. Our country enjoys many advan- 
tageous conditions such as bountiful natural resources, plentiful labor power, 
low wages, and an established industrial foundation. Of course, there are also 
certain disadvantageous conditions, such as our scientific technology and 
standard of management not being very high, the low level of industrial organi- 
zation and mechanization, low skills and the low efficiency rate of labor, and 
certain administrative systems and regulations actually hindering the development 
of foreign trade. We must give full play to our advantageous points and minimize 
the disadvantageous points. We must investigate and conduct research on our 
export and import commodities and the international markets, and make a thorough 
study of them. We must clearly ascertain the demands and trends of development 
of the international markets. In regard to each export commodity, we must find 
out its foreign exchange earning rate, the costs involved, and the general state 
of profits and losses. As for those commodities in the export of which we conm- 
mand absolute advantages such as handicrafts and certain special subsidiary 
agricultural products, we must put in full play all the advantageous factors and 
satisfy the needs of the foreign markets. Take for example the drawn work products 
of our country. They require the type of labor which can be done by female 
workers in the rural villages. The production costs are low. The foreign 
exchange rate is roughly 2.78 yuan to $1.00. No other country in the world can 
compete with us in this area. in recent years, the annual increase in the export 
volume of this commodity was from 20 to 30 percent, and last year the gross value 
of its export volume reached $400 million. Over 3.5 million people in the 20 
provinces and municipalities of the country now depend on this commodity for a 
living. It is thus a commodity with an extremely good future. We must therefore 
develop it in a planned manner-and with due consideration to the needs of the 
international markets. Take another example such as woolen knitwear in the 
markets of the United States. The selling price is roughly $28 per piece in the 
United States. In our country, the wages for machine-knitted woolen wear aver- 
ages only 0.7 to 0.8 yuan per piece, whereas in Europe and in the United States 
the wages for workers making woolen wear are much higher. More or less the same 
conditions apply to other labor-intensive commodities such as clothing snd shoes. 
Our country has plentiful coal deposits. An initial estimate places our deposits 
at some 600 billion tons. At present, the cost per ton is only 20 to 30 yuan, 
but in the international markets the price of coal reaches $50 per ton. Even 
taking into account the high transport charges involved in the export of coal, 
its export is still a profitable trade. As for tungsten ore, the purchasing 
price in our country is over 8,000 yuan per ton but the international price is 
over $9,000 per ton, and it can sell for more if the degree of purity is higher. 
For this reason, we should strive to export more labor-intensive and resource- 
concentrate types of goods. Our machine-building industry has already been 
provided with some definite groundwork. Some of the machine products are both 
technology-intensive and labor-intensive and it is more profitable to export then. 
The precision grinders made by the Shanghai Machine Tools Plant are good in 
quality and the production costs are about 10,000 yuan each, but they sell at 
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more than $10,000 each in the United States. Again, take for example electronics 
products. They consume much labor in their making. At present, many plants in 
our country are doing the fitting and assembling work of electronics products for 
plants abroad, using parts and materials supplied by them. If we can organize 
well the production of the specialized elementary parts, then there are good 
prospects in the future for the development of the export trade in the categories 
of electric goods for civilian use. 


In general, it must be said that in the case of those commodities in the exporta- 
tion of which we are in a relatively advantageous position, if only we can devote 
efforts to improving them, playing up the good points and minimizing the weak 
points, then we will have the means for greater development. In the case of 
certain commodities such as glassware, they consume much fuel in their manufac- 
ture, have high production costs, require a nearly 40 percent of markup in the 
selling price to cover transportation costs and generally speaking, the overall 
procedure to acquire foreign exchange earnings from this commodity requires much 
effort and expense. Hence, we should limit the export of this commodity. As tor 
these commodities that are imported, there are also the problem of playing up the 
strong points and minimizing the weak »oints and that of improving their composi- 
tion. In recent years, among the commodities imported by us, agricultural 
products and industrial raw materials such as grain, cotton, sugar and chemical 
fiber have greatly increased in proportion. In particular, the proportion of 
imported materials reexported after processing made up 42 percent of the total 
volume of export trade last year, whereas the proportion of industrial commdi- 
ties imported guch as steel products, chemicals and machines declined. Under 

the present condition of agriculture not being well developed and the shortage 

of grain in the country, the importation of more grain is necessary and is worth- 
while. This is because that from the standpoint of international prices of 
various kinds of agricultural products, the cost of grain in the United States 
and Canada is lower than that of the economic crops on account of grain being 
suitable to large-scale mechanization. Therefore, the current guideline of 
importing grain and planting more economic crops is a correct one. However, as 
for such economic crops as cotton, sugar and tobacco, since their international 
prices are high and their importation involves huge subsidies from the state, 

we must produce more of them in the future and strive for self-sufficiency by 
gradually reducing, and eventually ending their importation. A certain comrade 
has investigated the prospective profits and losses if we were to trade the 
agricultural products from Shanghai's suburban farms in the intervational 
markets. It was found that in the United States the price of 1 jin of wheat 

was about 8 cents and that of 1 jin of green pepper was 75 cents. In Shanghai, 
the price of 1 jin of wheat was a little over 0.1 yuan, while at the peak pro- 
duction period, 1 jin of green pepper could sell for only 0.02 yuan. Thus, 1 jin 
of green pepper from Shanghai could fetch nearly 10 jin of wheat in the United 
States. An American friend therefore asked: "Why don't you people trade these 
kinds of vegetable crops for wheat in the international markets?" It was esti- 
mated that in Shanghai's suburban areas, calculated in international prices the 
planting of 1 mu of wheat can earn an income of $32; planting of 1 mu of green 
sword beans can earn $264 and planting of 1 mm of garlic can earn an income of 
$600. Therefore, would it not be feasible for us to plant in the coastline areas 
and towns more of economic crops such as vegetables and fruits which are needed 
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in the international markets and, after processing, export them in exchange for 
more grains? This indeed is a topic of research on the application of the 
theory of comparative cost to guide us in the reform of the composition of our 
export trade. 


Below I would like to discuss the relationship between profits and losses in 
foreign trade and the policy governing the import and export commodities. This 
is because this problem influences all aspects and is also extremely complicated. 
Comrades engaging in foreign trade and in industrial or financial work and those 
in economic theoretical work are all concerned about it. It is necessary for 

us to examine both theory and practice to find out the real substance of the 
contradictions before we can find the right direction to solve the contradictions. 


Since 1953, the foreign -rade of our nation has been under state monopoly and both 
import and export trade have been wider the unified control and management of the 
foreign trade departments. Because of the low foreign exchange rates of our 
currency, over the years profits were made in import trade while losses vere 
incurred in export trade. The Ministry of Foreign Trade made the necessary 
readjustments in a unified manner and profits were used to make up the losses. 

In short, the practice of meshing together was practiced in foreign trade. At 
the time of the Great Cultural Revolution, even customs duties were abolished, 
under the pretext of “melting taxes and profits in the same pot.” Over a period 
of 28 years, the Ministry of Foreign Trade reported profits for 19 years and 
losses for 9 years. In 1980, the separation of taxes and profits was made and 
remittance of customs duties alone amounted to about 3 billion yuan. Conse- 
quently, foreign trade operations shifted from making profits to suffering 
losses. This year, in order te encourage exports and discourage imports, a 
system of “internal conversion" of foreign exchange in foreign trade was adopted 
by means of which the exchange rate of $1.00 equaling 1.6 yuan was changed to 
$1.00 equaling 2.8 yuan for purposes of internal settlement of accounts. As a 
result, import trade was changed from making profits to incurring losses while 
the reverse was true in the case of the export trade. This of course applied 

to the overall rendering of accounts. In the case of individual commodities, 

due to the differences between the domestic prices and the prices abroad, profits 
were shown on certain imported commodities such as wristwatches, television sets, 
synthetic fibers, rubber and so on. At the same time, of the commodities of 
export, over 30 percent, comprising mainly industrial goods, still incurred 
losses of some kind. Some loss ratios amounted to 50 to 60 percent. According 
to estimates made by the Ministry of Foreign Trade, this year the losses incurred 
in import trade will reach over 10 billion yuan. The principal reason for this 
is that over the years the international prices of many commodities have been 
steadily rising whereas the prices fixed for them in domestic transfers in our 
country have remained stationary. As a result, huge subsidies had to be dis- 
bursed by the state. Take for example the case of imported wheat. In 1971, the 
purchase price was $64 per ton. By 1981, it had risen to $223, the equivalent 
of 724 yuan. However, the domestic transfer price i* only 326 yuan, or a loss 
of nearly 400 yuan per ton. In 1971, the price of chemical fertilizer was $35 
per con; in 1981, it went up to $116 per ton, which was the equivalent of 325 
yuan. In Qhina, the domestic settlement price was only 173 yuan, a loss of over 
150 yuan per ton. Similarly in the case of cotton, its price in 1971 was $832 
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per ton but went up to $1,956 per ton in 1981. The latter was over 5,470 yuan, 
but the domestic settlement price was only 2,658 yuan and a loss of 2,800 yuan 
per ton was thus incurred. More or less the same conditions applied to sugar 
and agricultural chemicals. Over the past 10 years and more, the international 
prices of commodities have gone up several times but the domestic prices in our 
country have not changed at all. Among the commodities for export, this year 
crude oil and petroleum products will bring profits amounting to 7.6 billion 
yuan as a result of their prices rising steadily in the international markets 
but remaining unchanged in the domestic market. As for agricultural subsidiary 
products and mineral ores, their foreign exchange acquisition cost was about 

1 to 2 yuan to $1.00. In general, they were profit-making commodities for 
e\port. However, the expenses incurred in. acquiring foreign exchange earnings 
from exported industrial products ranged from 2 yuan to 4 or 5 yuan per $1.00, 
and were the main (?reason) for the Losses in foreign trade. Averaging the 
accounts, this year a deficit of about 1 billion yuan will probably be incurred 
in export trade and, according to estimates made by the Ministry of Foreign 
Trade, this year the overall picture will show a net deficit of 6 billion yuan 
in foreign trade. However, since the budget of the Ministry of Finance pro- 
vided for a net deficit of only 4 billion yuan for foreign trade, this will be 
the cause of serious contradiction and dispute between the relevant departments. 
The situation *ppeared to be that in order to stabilize the domestic market and 
maintain industrial and agricultural production, certain material resources must 
be imported, but the selling price cannot be raised and among the industrial 
commodities of export, making many losing propositions. Im the past, the Minis~ 
try of Foreign Trade handled all foreign trade affairs alone and was responsible 
solely for the profits and losses. It needed only to report the net results to 
the Ministry of Finance. Actually, there was no auditing of accounts. Many 
commodities which incurred heavy losses in their export and should not have been 
exporicd were exported just the same and many substandard and very expensive 
goods were bought in large quantities, to be subsequently stockpiled in the 
warehouses. Such a state of affairs will no longer be tolerated. Since the 
state cannot stand to continue to absorb losses resulting from the purchases 

of commodities, the way out is to restrict their purchases or to purchase them 
only at lower prices. This again causes disputes between the industrial and 
trade departments. In domestic marketing, it is easy to handle those commodities 
whose supply falls short of demand, but in the case of those commodities whose 
supply exceeds demand and which must be exported, failure to export them will 
result in the stopping or reduction of their production in which case workers 
will be idled and there will be reduced receipts in taxes and profits for the 
Ministry of Finance. For this reason, many industrial departments have sharply 
criticized the policy of “subsidizing and encouraging imports and reducing the 
purchase prices of export commodities or restricting their export.” In order to 
reduce the anticipated deficits, this year the scale of purchases of commodities 
for export and, in fact, the entire export plan are below last year's level. 
Meanwhile, a recession in export trade will adversely affect the foreign 
exchange position of the state and in the event of the foreign exchange earnings 
failing to meet the foreign exchange payments and the widening of the adverse 
balance in the foreign exchange position of che state, then imports will 
eventually be adversely affected. 
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The causes for such a situation are complicated ores. First of all, our price 
system and price level formulated over the past 20 to 30 years were at great 
variance from the international level. Intermational prices have been increas- 
ing at an average rate of 10 percent every year but the domestic prices in our 
country have basically not been changed. This had one good point and this was 
the maintenance of price stability, but it resulted in huge financial subsidies 
being paid out by the state and this was not a very sound base. Besides, the 
burden tends to become increasingly heavy as time passes and it may not be 
possible to keep the process going indefinitely. Second, we fixed our trade 
internal settlement prices on the basis of the average cost of export commodi- 
ties last year with a certain amount of profits added to every 2.5 yuan of the 
average cost. But there are thousands of kinds of commodities being exported 
and the disparity between their domestic purchase prices and their marketing 
prices abroad is very great. In general, the expenses incurred in acquiring 
foreign exchange earnings is low in the case of primary raw materials auch as 
subsidiary agricultural products and mineral products. For example, the breeding 
ef cultured pearls costs only 0.8 or 0.9 yuan to acquire a foreign exchange earn- 
ing of $1.00 and similarly the expenses incurred in acquiring foreign exchange 
earnings from coal is only several jiao for every dollar. Im the case of indus- 
trial products, the foreign exchange acquisition cost is mich higher. For 
example, in the case of light industrial products last year, the average 
expenses incurred in acquiring foreign exchange was 3.91 yuan for every dollar 
and as a whole the resulting deficit incurred by the state was over 2.8 biliion 
yuan. It was found that of the light industrial products, at least 17 of them 
incurred expenses of more than 5 yuan for every dollar. The causes of such 
deficits may be ascribed in part to various factors in both the production and 
circulation factors such as poor management and operation, production and 
marketing being out of joint, the products being unmarketable, poor quality of 
the products, the variety and specifications of products being antiquated, poor 
packaging, and so on. Even for the same kind of commodity it was found that the 
labor volume expended in production and circulation in the country was frequently 
higher than the average labor volume required in the world. At the same time, 
these products required great quantities of raw materials and energy. They had 
high production costs, were unable to fetch good prices, and generally lacked the 
competitive edge. Due to ihe system of “meshing together" or “eating out of the 
same pot,” in foreign trade mar.agement and control no responsibility system was 
in force while the inefficient marketing methods brought about a heavy stock- 
piling of goods in warehouses, a slow turnover of funds and much extravagance 
and waste. All these deficiencies need to be rectified in our work. At the 
Same time, many commodities for processing have likewise brought about losses 

in foreign trade, due to the imposition of taxes at each stage of processing, 
the resulting markup at each and every process stage or, generally speaking, 

the industrial profits being fixed at too high a level. For example, the 
importation of polyester-cotton blend fiber for processing into textiles for 
reexport normally should be a profitable trade and could earn foreign exchange 
earnings as well as renminbi. But because of the imposition of profit charges 
and the taxes levied at each stage of processing, it has been turned into a 
commodity which incurs heavy losses. Last yeur, imported polyester-cotton blend 
fiber cost $1,500 per ton. Adding 40 percent customs duty and adding the 
percentile trade surcharge, the cost figure was raised to 3,500 yuan. Upon 


61 





delivery to the Ministry of Textile Industry, the price charged was 8,500 yuan 
per ton and when the ministry turmed it over to the textile plants the price 

was 11,000 yuan per ton. In this way, even before any processing work was done 
on the raw material, these several intermediary links had already added on taxes 
and profit charges amounting to 8,660 yuan. Following commencement of produc- 
tion, at each of the processing stages, srianing, weaving and dyeing, a profit 
allowance of around 20 percent was adéded on. Im addition, there was a tax levy 
of 29 percent and if the resultant product was mede into apparel for export, an 
additional tax levy of 5 percent was impose’. This succession of tax levies and 
profit charges caused the deficit incurred by the trade department on this com 
modity alone to reach as high as 70 to 80 percent. Since last year, relevant 
government departments have studied this problem and planned to solve it by 
reducing the tax levies sad the profit charges. At the end of last year, the 
State Council issued an order on the reduction or exemption of tax levies on 
commodities for export. Unfortunately, whenever the reduction of financial 
receipts was concerned the question invariably arose as to who was to be the 
party to bear the financial loss, whether the central government or the provin- 
cial governments. And ths probler has defied solution. In my opinion, in 
order to develop foreign trade, we must start from the standpoint of macroscopic 
economics and, taking into consideration the whole interests of the state, study 
which commodities should best be exported and which imported in order better to 
accelerate the development of the national economy. Concerning the exportation 
of products beneficial to the national economy we must adopt a series of policies 
and measures of encouragement. As for imports, we must take into account the 
supply and demand relations at present and in the future and, following the 
principle of safeguarding the development of the national industries, study 
which commodities should be banned from import, which commodities whose importa- 
tation should be restricted, which commodities the importation of which should 
be gradually reduced, and which commodities the raw materials of which can be 
imported for the purposes of processing, manufacturing or assembling of the 
finished products in our country. In the case of such equipment or key parts 

of machines (such as the important and essential parts of machinery equipment, 
automatically controlled equipment, and so on), which we cannot manufacture or 
which we can manufacture but the quality of such products is poor and they entail 
high production costs, and if it is found more profitable to import such advanced 
products from abroad rather than undertaking trial or limited production of the 
products ourselves, then we should by all means encourage their importation. 
Only in enlivening eyport trade under the guiding principle of tenefiting 
economic development and playing up the good points and improving on the weak 
points can we speed up the readjustment of our economy and the construction of 
the four modernizations. 


In the implementation of these measures, comrades of the various departments, 
localities, enterprises and financial or taxation departments should take 

a broad vision. They should take into due regard the interests of the country 
as a whole and not Se shortsighted or only care for the interests of their own 
departments or enterprises. They should not take temporary advantages in matters 
of either finance or taxation or be unyielding or insist on playine their own 
game and generally behave in such a way as to impede the solution of the contra- 
dictions or hinder the normal development of foreign trade, which in effect 
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would be impeding the development of production. As for those products which 
normally incur losses or deficits, a concrete analysis must be made of the real 
factors concerned and if it is found that their exportation is beneficial to the 
state, then in addition to lowering the production cost in both the production 
and circu'ation sectors, the financial departments should reduce the tax levied 
on them, the industrial departments concerned should be satisfied to work on the 
principle of “a small profit but a large output,” while the foreign trade depart- 
ment in turn should bear a portion of the deficits. Only in this way can the 
policy of encouraging exports be implemented. More recently, Shanghai solved 
the problem of the exportation of half a million sets of rubber ties mainly 
through the three parties concerned making the necessary concessions. In the 
last analysis this means that the state benefits while the industrial, trading, 
financial and taxation departments are all fulfilling their tasks. 


In order to make further contributions to the tasks of developing our country's 
fureign trade, readjusting the economy and constructing the four modernizations, 
we have yet to perform a series of big and important tasks, these including 
reforming the foreign trade control system, improving the composition of the 
import and export commodities and organizing ourselves into a united front to 
deal with all external affairs. Among these tasks, there is a key and important 
lin: which is that we must positively reform and improve, that is, the manage- 
ment and operation of the industrial and foreign trade enterprises in order to 
make our export products marketable, of good quality and incurring a low produc- 
tion cost since only then can they compete in the international markets. In 
this regard, a great deal of investigation and research work has yet to be done. 
It is hoped that those comrades engaged in both the theoretical and practical 
work on the problem of production costs will deepen their studies and play a 
leading and promotional role. 
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FOREIGN TRADE 


BRIEFS 


GUANGDONG MUNICIPALITY ECONOMIC CONSTRUCTION--The area of the Zhuhai Mmicipal 
Special Economic Zone is 6.81 square kilometers and is being used to develop 
tourism, residential housing and electronics, light and textile industries. 
Before the establishment of the municipality, the municipality's annual indus- 
trial output value was only some 38 million yuan. Over the past 2 years, the 
municipality has manufactured and processed some 130 products and built a large 
number oi new enterprises :-hich do processing work with materials supplied by 
foreign firms and new assex.Sling enterprises. The municipality's total indus~- 
trial output value in 1980 was 81 percent more than in 19°8. The output value 
of the enterprises which do processing work with materiols supplied by foreign 
firms accounted for 42 percent of the total industrial output value. The 
municipality's foreign exchange earnings in 1980 were some $37 million, double 
the 1978 figure. The per capita income of rural commune members in 1980 was 

234 yuan, some 50 percent more than before the establishment of the municipality. 
The municipality has invested some 70 million yuan in capital construction, 
eight times more than in 1978. [HK230200 Guangzhou Guangdong Provincial Service 
in Mandarin 2330 GMT 15 Jul 81] 


SHENZHEN SPECIAL ECONOMIC ZONE--In the first 3 months of 1981, the Shenzhen 
Special Zone imported more than HK$538.37 million of foreign investment, up 
55.4 percent compared with the corresponding period last year. Since the begin- 
ning of 1981, Shenzhen has made good progress in importing fcreign investment. 
From Jauwuary to March, 86 contracts for investment of various types were signed 
with merchants, 71 of which have already been put into production. Imported 
items include industrial, agricultural, pastoral, tourist, housing, transport, 
hygiene and cultural trades. They are imported in the form of industrial 
processing using imported materials, joint ventures, cooperative production, 
and running businesses with one's own funds. [HKO30929 Guangzhou Guangdong 
Provincial Service in Mandarin 1000 GMT 21 Jun 81] 


JAPAN OLYMPUS COMPANY EXHIBIT--Beijing, 8 Jul (XINHUA)--An exhibition on preci- 
sion and optical instruments sponsored by Olympus Optical Company, Japan opened 
at the Beijing exhibition centre here today. It will last for 10 days in 
Beijing. On display are medical fiberscopes, microscopes, cameras, micro 
cassette tape recorders, copying aachines, precision measuring, analytic and 
audio equipment and other optical instruments for medical use. The Olympus 
Optical Company had previously joined other Japanese firms in sponsoring 
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exhibitions in China and established business relations with Chinese trading 
firms. Mr Shigeo Kitamura, president of the Olympus Optical Company, and 
Wang Wenlin, vice chairman of the China Council for the Promotion of Inter- 


national Trade, spoke at the ceremony. [0W091131 Beijing XINHUA in Engiish 
1301 GMT 8 Jul 81] 
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TRANSPORTATION 


BRIEFS 


HUNAN HIGHWAY CONSTRUCTION--The party and government in Hunan Province have pro- 
moted construction of highways since the founding of the People's Republic of 
China. The total length of highways in the province is now more than 54,000 
kilometers, almost 13 times that of the preliberation period. The highways now 
handle some 150 million dun of freight transportation annually against 70,000 dun 
in the initial period after liberation. [0W130555 Changsha Hunan Provincial 
Service in Mandarin 2300 GMT 5 Jul 81] 
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GENERAL 


BRIEFS 


GUANGDONG TOURISM—-As the policy has been relaxed, tle number of tourists enter- 
ing and leaving China through Luohu has increased in the past few years. Accord- 
ing to statistics, in 1978, 3,110,123 tourists entered or left C.ina through 
Luohu; the 1979 figure was 5,902,490 border-crossing, an increase of 83.7 percent 
compered with 1978. In 1980, the figure reached 6,919,425, an increase of 17.2 
percent compared with 1979. [HKO60632 Guangzhou Guangdong Provincial Service in 
Mandarin 1000 GMT 22 Jun 81] 
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